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L. INTRODUCTION

This manual deseribes the procedures and methods used to prepare revenue estimates for
New Mexico state government. The particular revenue sources discussed here are
primarily those which acerue to the General Fund and for which estimates are prepared by
the Taxation and Revenue Department and the Department of Finance and
Administration. This manual is primarily designed to serve as a reference for executive
and legislative staffs involved in foreeasting revenues, although legislators and other

policymakers may find it helpful in understanding the estimating process.

The manual is organized into several parts. The first part, composed of the first three
sections, discusses background considerations, including the institutional arrangements
and the general economic forecast. The second and third parts of the volume (Sections IV
and V) deseribe revenue estimating procedures on a source-by-source basis. Section VI
describes the methods and estimates for a long range determination of revenues. The last
part, Section VII briefly explores other considerations to be taken into account when
developing revenue estimates, such as multiplier and allocation effects on revenues and

the effect of tax changes on economie growth.

There is no magie formula for preparing revenue estimates. Nor are the revenue sources,
themselves invariant. Therefore, the manual is expected to evolve both in form and

content. Comments from readers and users are most welcome and should be addressed to:

Tax Research and Statisties Oifice
Taxation and Revenue Department
P. O. Box 630
Santa Fe, New Mexico 87309




II. THE REVENUE ESTIMATING PROCESS

The Relationship of the Revenue Estimating Process to the Budget Process

The revenue estimating process is simply one component of the budget process. It
establishes the amount of resources available under existing revenue laws for alloeation to
government programs or for return to the public through tax reductions or rebates.
Revenue estimating can be extended to include projecting the additional resources that
would become available through changes in tax laws or fees. However, the scope of the
revenue estimating process is relatively limited because the process itself does not
determine the amount or distribution of resources that should be allocated to publie

purposes.

Since revenue estimating is a component of budgeting, its timetable must dovetail with
the budget timetable. Preliminary ranges of revenues are prepared in October, so that
poliecymakers have some guidelines for preparing agency budgets. Final estimates are
prepared in December in order to be available for the legislative session. Because
policymakers usually are better able to evaluate the basic economic assumptions
underlying the forecast (employment and income growth, interest rates, oil and natural
gas prices, ete.) than to evaluate the revenue figures per se, the October estimate is
accompanied by a report on the outlook for these factors. The December estimate is also

accompanied by an updated economie forecast.

A built-in conflict exists between the requirements of those who prepare expenditure
budgets and those who estimate revenues. The former typically want estimates as soon as
possible, while the latter wish to delay making estimates as long as possible. There is

unfortunately, a trade-off between immediacy and accuraecy; the earlier an estimate is



prepared, the less accurate it is likely to be. The preliminary October and the final

December dates represent a compromise between the needs of the two groups.

Estimates may be revised one or more times during the course of a legislative session. In
deciding whether to revise during the session, the critical guideline is whether the revision
will improve the decision-making process. Small revisions late in a session usually are not
particularly desirable because they may appear politically motivated for purposes of
supporting some specific project. Generally speaking, session revisions are useful only if
some definitive change in circumstances (e.g., 2 new law enacted by the U. S. Congress)

has occecurred.

Obviously a special session called mid-year to consider financial matters would require
preparing a special set of revenue estimates. Otherwise, there is no ecompelling reason for
interim estimates so long as an adequate tracking system is in place. MNevertheless,
quarterly revisions have been proposed repeatedly in recent years. Quarterly estimates
are, however, likely to prove more confusing than helpful, since policymakers would have
to keep track of twice as many estimates, while only half of the estimates (the October
and December sets) would be directly applicable to the budget process. Freguent
revisions are also likely to make evaluation of the revenue estimating process much more
difficult. By selecting the best of a set of four revenue estimates, the estimating process

can be made to appear better than it really is!

Policymakers obviously need to anticipate the future state of government finances long
before the QOectober ranges are presented. They need to know what kind of fiseal
adjustments are likely to be necessary or desirable. Should they focus their efforts on
raising taxes or cutting programs (if the revenue outlook is poor), or on cutting taxes or

augmenting programs (if the outlook indicates a probable surplus)? Must [:-rmpasats for
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expanded services be accompanied by revenue proposals or can they be absorbed with no
revenue law changes? General guidance in these matters is available through a revenue
tracking system. Such a system calls for dividing the annual estimate for each revenue
source into its quarterly components (i.e., éstimate how much of the annual amount will
be received in each of the four three-month periods). At the end of each quarter, the
estimates can be compared with aetual receipts. Results should be accompanied by
analysis explaining the extent to which the results represent unanticipated strengths and
weaknesses, shifts in timing, administrative and similar factors. Estimate tracking
provides early warning for unanticipated year-end shortfalls or surpluses, and at least
gualitative indications of probable directions and magnitudes of future revisions.
Information provided by a tracking system is useful as an interim forecast, which is likely
to be greatly modified by the next legislative session. A basie tracking system has largely

been in place for the past few years, and has worked reasonably well.

Components of the Revenue Estimating Process

The revenue estimating process has four phases:

1. Research. This phase is primarily earried out by the DFA (Department of Finance
and Administration) and the TRD (Taxation and Revenue Department) staffs and
consists of developing forecast methodologies, including defining relationships
between economie performance and revenue collections, and gathering statistieal

information from internal and published sources. Research is a year-round activity.

. Developing Basie Forecast Assumptions. Assumptions are developed by the TRD,

DFA and LFC (Legislative Finance Committee) staffs, subject to review by
polieymakers. At present, the three agencies have contracted with the Bureau of

Business and Economic Research, UNM, to maintain and upgrade an econometric
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model which forecasts income and employment growth in New Mexico. (See Section
Il for a deseription of the model.) Staffs of the three agencies are responsible for
overseeing work on the model. Forecasts are prepared, evaluated and medified on a
quarterly basis. In additin.n, the staffs of the three agencies meet or consult with
other public agencies and representatives of private industries associated with
individual revenue sources. These consultations begin in October, and often are
repeated as the legislative session draws near. As mentioned, two sets of
assumptions are prepared. In Oectober, the assumptions underlying the current year
forecast are revised and economie assumptions for the fortheoming fiseal year are
prepared. In December, final assumptiors underlying the forecast are developed and
reported along with final estimates. In both iustances reactions by policymakers are
sought. Obviously, this is the most coutroversial phase of the revenue estimating
process. It is diffieult to deseribe or explain how differences of opinion are
reconciled because each situation tends to be unigque. Rarely, if ever, are all
participants in the process satisfied with all the basie economie assumptions. But
there is a tendeney for most to accept the final result if only because being adamant
about the future course of events seems foolhardy! Then, too, the objective is not
so much to be "right" (which is impossible except by accident), as it is to arrive at a
reasonable basis for developing a budget. Participants often exit the process with a
feeling that one component of the forecast is too optimistie (or pessimistie) but that

other factors may be offsetting.

Developing the Revenue Forecast. In this step, relationships developed in the first

(research) phase are applied to the basic economiec assumptions to derive a revenue
estimate. Work is performed basieally by the TRD and the DFA staffs. The process
sounds deceptively simple; in some cases, the critical aspeet of projecting revenues

from a particular source is making correet adjustments for shifts in timing or



changes in administrative policy. For example, withholding tax rate changes
reflecting 1986 rate increases altered timing of the T4th fiscal year's income tax

revenue collections. The timing change had a major impact on revenue estimates.

Tracking the Eeuenue Estimates. This phase has only recently been formally

incorporated into the revenue estimating process. As explained above, the tracking
system involves dividing the annual estimate into four quarterly components. At the
end of each three-month period, actual collections are eompared with estimates to
determine if estimates are on track. Differences are analyzed to determine if they
reflect unexpected weakness or strength; or if other factors have contributed to the
diserepancies. The tracking system is designed to provide early indications of
potential budget problems as well as probable directions of future revenue revisions.
The DFA also reports monthly on cash flows, a process which gives yet another early

indication of possible budget problems.

Long Range Revenue Estimates. Beginning in December 1387, long range estimates

of the major general fund revenue sources have been prepared. In December, 1988
these covered the three year period 1989-90, 1990-91 and 1991-92. Gross Receipts,
Compensating, Personal Income, Corporate Income, Estate, Oil & Gas Severance,
7% Conservation, Natural Gas Processor's Tax, Resource Excise, Motor Vehicle
Excise and Selective Taxes are estimated by TRD. Similar detail for interest and

other taxes is estimated by DFA/EAU (Economic Analysis Unit).



Summary of the Revenue Estimating Calendar
(Note: Some dates vary from year to year.)

August

September

QOctober

November

December

dJanuary

February

April

May

Yearround

Review of preceding fiseal year and quarterly estimates for current

year presented to LFC; FOR-UNM quarterly meeting.

Begin consultation with agenecies and industry.

Develop and present to LFC preliminary ranges for economie
assumptions and revenue estimates; continue consultations with

agencies and industry; work on final estimates.

Review of first quarter actuals presented to LFC; preliminary revenue

estimates reviewed internally; FOR-UNM quarterly meeting.

Final assumptions and revenue estimates presented to LFC and

published in Budget.

Review of second quarter actuals presented to LFC; Session revision if

necessary.
Session revisions if necessary; FOR-UNM quarterly meeting.
Review of third quarter actuals presented to LFC.
FOR-UNM quarterly meeting.

Review revenue estimating techniques and update data files.



M. DEVELOPING ECONOMIC ASSUMPTIONS

Economic assumptions are developed with the help of technical information gathered from

several sources, the most important of which are deseribed below.

General Desecription of the FOR-UNM Model

The FOR-UNM model is a state level econometric model originally developed by the
Bureau of Business and Economie Research (BBER) and the Economies Department of the
University of New Mexico (UNM). The model is maintained, updated, and operated by the
BBER. Like all econometric models, FOR-UNM consists of a series of simultaneous
equations reluiing various sectors of the economy. It utilizes a wide range of economie
variables at the state level and some at the national level (e.g., gross national produect,
interest rates, and inflation) to estimate coefficients of the economie variables emploved
in the model. Once the coefficients are estimated, the model utilizes the values of the
national variables as forecasted by national economic forecasting firms to forecast the
economie variables at the state level (and hence the conditions of the New Mexico
economy) for the up-coming eight gquarters, and twice annually for the up-ecoming four
years. National forecasts used in preparing the FOR-UNM forecasts are currently from

the Data Resources Ine. (DRI) quarterly U. 5. econometric model.

The FOR-UNM model forecasts several key economie variables such as personal income
and its major components (wages, transfer payments, etc.), employment and wages by
major industry, labor force, and population for the State as a whole and for the
Albuguerque SMSA (Bernalillo County). The forecast is currently being expanded to
include variables for the Santa Fe and Las Crueces SMA's. This information, and
information from other socurces, forms the basis for economie assumptions of personal

income and employment growth. Interest rate forecasts are taken from national
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econometriec model forecasts, particularly those of Wharton and DRI. Minor adjustments
are performed on national econometric model interest rate estimates. Qil and gas price
and production estimates are done separately as described in Section IV, Once economie
assumptions are made, revenues from various tax categories such as gross receipts,
personal and corporate income taxes, and oil and gas severance taxes are estimated.
Since May, 1986, the FOR-UNM model has been run on a Personal Computer using
Wharton's AREMOS software. "Downloading" the model from a mainframe computer has

given added flexibility and access to its information as well as reducing forecasting costs.

National Econometrie Models

In addition to the agreement with the BBER at UNM for the FOR-UNM model, TRD, DFA
and the LFC also subscribe to DRI's monthly publication. The monthly publieation
presents foreecasts of many economic varigbles (at the naticonal level) from DRI's quarterly
national economie forecasting model. Gross national produet, various interest and
inflation rates, and U, 5. employment levels are among economie variables utilized in

making the New Mexico economic assumptions.

Aside from DRI, a number of other organizations are engaged in economie foreeasting
activities. The LFC and DFA subseribe to the publications, for example of Wharton
Econometric Forecasting Associates. Wharton's monthly publication foreeasts a wide
range of economie variables (comparable to DRI's publication) resulting from Wharton's

national economie forecasting model.



V1. ESTIMATING REVENUES

This section describes the revenue estimating methodology for each of the General Fund
revenue sources estimated by TRD, Tax Research Office. For each tax a description of
the revenue source is provided, along with a discussion or listing of data sources. Next,
the methodology for projeeting revenues in the current and upcoming fisecal years is
deseribed and the computations are shown. Techniques for deriving quarterly breakdowns
of the annual forecast are then discussed. Finally, a review of the preceding year's
estimate is presented. In the case of revenues for which the data-gathering process is

relatively involved, a summary of procedures is provided.
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1. GROSS RECEIPTS TAX
DESCRIPTION
Unlike the great majority of states, New Mexico does not have a "general sales tax."
Instead, New Mexico levies a "gross receipts tax." Two major characteristies of the
State's gross receipts tax should be noted. First, the tax is levied on the seller rather than
on the purchaser. In most states, the general sales tax is levied on the purchaser,
although the seller collects the tax. Second, New Mexico's tax 1s mueh more broadly

based than is normally the case with sales taxes.

An gross receipts tax of 4.75% of gross receipts is imposed for the privilege of doing
business in New Mexieo. This rate represents the effective rate upon whieh the State
collects taxes on transactions outside munieipalities. Within munieipalities, there is a tax
credit against the State tax for munieipal gross receipts taxes up to .5%. In addition,
municipalities receive an automatic distribution of 1.35%. Therefore, within
municipalities the effective state tax rate of 4.75% is reduced to a residual rate of 2.9%;

first by the .5% credit to 4.25% and again by the 1.35% munieipal distribution.

"Gross receipts" is defined as the total amount of money or value of other eonsideration
received from selling property (including tangible persconal property handled on consign-
ment in New Mexico), from leasing property employed in New Mexico and from
performing services in New Mexico. The definition excludes cash discounts allowed and
taken, New Mexico gross receipts tax, local option gross receipts taxes, gross receipts or

sales tax imposed by an Indian tribe or pueblo, and any type of time-price differential.

Some aectivities and industries are exempt from this tax, many by virtue of their taxation
under other laws. Exemptions inelude wages, certain agricultural produets, dividends and

interest; and gas, oil or mineral extraction. Various deductions are allowed; however, the
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general presumption is that all receipts of a person engaging in business are subjeet to the

tax. (See Section 7-9-12 NMSA, 1978 for exemptions, and Section 7-9-45 NMSA, 1978 for

deduections.)

Collections are first deposited in the TAA Suspense Fund for the purpose of making
disbursements for refunds, ete. (7-1-6). On the last day of each month, the balance is
transferred to the State General Fund, less a disbursement to the incorporated
municipalities of 1.35 percent of the taxable gross receipts reported in each munieipality
for the month of deposit, and less a disbursement of 2.15 percent of the value of jet fuel
which is distributed to the Aviation Fund for airport construction and maintenance. [t

should be noted that the disbursement to municipalities is their major source of revenue.

Local Option Gross Receipts Taxes

There are five local option gross receipts taxes: (1) the County Gross Receipts Tax; (2)
The County Fire Protection Excise Tax; (3) the Municipal Gross Receipts Tax: (4) the
Municipal Supplemental Gross Receipts Tax; and (5) the Special Municipal Gross Receipts
Tax. Although these taxes differ somewhat in their requirements for adoption and the

purposes for whieh receipts may be devoted, they share a number of common features.

All of the taxes have the same base as the State gross receipts tax, except that
transmission of messages by wire or other means, and transporting persons or property for
hire by railroad, motor vehicle, air transportation or any other means from a point within
the local jurisdiction to a point outside the local jurisdiction are excluded from the base
of the loecal option taxes. All of the taxes must conform to the State gross receipts tax,
and must be adopted using model statutes provided or approved by the Revenue Division
of the Department of Taxation and Revenue. All of the taxes are administered by the

Department which colleets them at the same time and in the same manner as the State
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gross receipts tax. The Department distributes receipts to local jurisdietions by the 20th
of the month following the month of collection. The Department is authorized to charge
an administrative fee of up to 3 percent of receipts, but currently charges only 1.2
percent. (However, the Department may not impose an administrative fee on receipts due
to the first .5 percent of a muniecipal gross receipts tax rate.) All of the loecal option
taxes must have an effective date of either January 1, or July 1, to ease compliance and

administration of the taxes.

DATA SOURCES

The gross receipts tax (including local option taxes), along with the compensating tax and
withholding tax, are reported to the Taxation and Revenue Department on the CRS-1,
"Combined Report Form.," Gross receipts, deductions, and taxes due are reported by
location (including "out-of-state"). Returns must be filed by the 25th day of the month
following the month of activity, except that taxpayers with anticipated CRS tax liabilities

of less than $100 per month may file on a six-month basis.

All data from CRS-1 forms are key-entered onto the CRS masterfile. In addition, all data
from amended returns and most audit assessments are currently entered on the masterfile
(eventually, all audit assessments will be handled "on-line™). The dollar amount from CRS
returns processed in a month sets the target amount for closing. Since some of the
returns filed in any month contain errors which keep them from balancing, they are
replaced by returns filed at the beginning of the following month. Normally, the replaced
and replacing returns are similar in their distribution of receipts between gross receipts,
compensating, and withholding taxes, and in the geographic location of gross receipts.
Thus, distributions to specific funds and local governments are typiecally not much

affected by this method of elosing.
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The principal statistical output from the CRS system is the RP-80 report. It is produced
monthly, quarterly, and annually (on both a calendar and fiscal year basis). [t covers all
returns included in the closing(s) for each period. Prior to March, 1984, the RP-80 showed
for each location (all incorporated cities, the unincorporated areas of each county, and
out-of-state, as well as county and State totals), and for each of the (abbreviated) SIC
categories for each area in which a CRS return was filed, the number of returns filed, the
gross receipts and deductions reported, and the computed tax due. The last amount was
derived by simply multiplying the statewide gross receipts tax rate (formerly, 3.75%) by
taxsble gross receipts (the difference between gross receipts and deductions). Beginning
with the Mareh, 1984 RP-80, the data items were changed by substituting taxable gross
receipts for deductions, and actual gross receipts tax reported (including local option
taxes) for computed tax due. In addition, totals by SIC category for all inside
municipality areas and all reminder of county areas were added. (A note of caution:
RP-80 summaries from March, 1984 through October, 1986 appear to overstate the tax

base and should not be used in connection with revenue estimates.)

In addition to the RP-80 report, many other reports are generated from the CRS system,
two of which may be useful for foreeasting gross receipts. One is the RP-90 report, which
currently is produced on a monthly, quarterly and annual basis, and snhows the same data
elements as the RP-80 for gross receipts (and also data for the compensating and
withholding taxes), but only by industry. There is also a timing difference between the
RP-80 and the RP-90. The RP-80 covers all returns included in the closing for a month,
regardless of when the activity covered by the return occurred. The RP-90 covers only
those returns filed and included in eclosings in the two months following the month of
activity. Thus, the RP-90 more closely reflects actual economic activity in any particular

month than does the RP-80.
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The other report of possible benefit is the RP-170, which shows the breakdown of local
option tsxes by loeation. It is from this report that the vouchers for local government
gross receipts distributions are derived. Beginning in March, 1984, the RP-170 was
supplemented by the RP-490, which shows a breakdown by location of gross receipts
distributions to local governments. Future changes to the CRS system will tie

distributions for each month to receipts and taxes due reported in the RP-80.

Beside formal reports, it is sometimes necessary to obtain information on a single
taxpayer or small group of taxpayers. An example is the continuing tracing of the ERDA
contractors, for which separate revenue estimates were made in the past (see
"Methodology"” section, below). Another example is provided by the Pittsburg-Midway
decision, which resulted in three separate, and quite large, payments for back taxes,
penalty, and interest. In cases like these, assessments have been made and the
assessments and payoffs on them must be used in making revenue estimates. Note,
however, that normally we do not count any assessed amounts as revenues until the
assessment is paid, since there is usually no guarantee that payment will be made.
Further, most assessments (and refunds) are part of the normal collection process, and
therefore are already built into the normal revenue estimates. Only an "abnormal®, and
therefore "large", assessment or refund need be separately accounted for. It is not clear
exactly how large the assessment or refund need be, but certainly not less than $1 million
for gross receipts (less than t of 1% of total General Fund gross receipts revenues), and it
seems unlikely that underlying gross receipts estimates should be revised for less than
perhaps $5 million, or about 1% of collections (and then, only in the context of an overall

General Fund revision).
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METHODOLOGY

A number of methods and models have been used over the years by TRD and/or DFA to
estimate gross receipts revenues. Much of this work is described in "Gross Receipts Tax
Revenue Estimating Model," a paper prepared by the Publie Finance Research Program at
UNM in September, 1977 for TRD. Also, a separate paper on gross receipts models is in
preparation which will deseribe and compare some of the previously used models as well
as models which have been considered but not used. Therefore, only the model currently

in use by TRD is deseribed here.

The current model consists of a single, log-linear regression model to forecast the gross
receipts base and a single, linear regression model to forecast the fraction of taxable
gross receipts outside municipalities (hence, the effective General Fund gross receipts
rate). In order to estimate the equation under current law, it was necessary to add both
ERDA and P-M gross receipts into the tax base data generated by the RP-80 prior to the
third quarter of 1983. Also, a dummy variable has been added to explain the loss of gross
receipts base due to the deduction allowed since July, 1984 for real estate commissions on
new improvements. In future, a dummy variable for the loss of taxes on food stamp sales

will have to be added.

The main explanatory variable in the gross receipts base equation is current non-
agricultural private (i.e., non-government) wages and salaries. The rationale for such a
specification is that gross receipts represent roughly some constant markup on wages and
salaries. So long as this is true, and (since markups differ by industry) the composition of
gross receipts by industry remains stable or grows in a stable manner, the equation should

perform well.
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The variables used in the gross receipts base regression are:

In TGR
In WS

log of taxable gross receipts

log of non-agricultural private wages and salaries
{from the FOR-UNM data base or forecasts),

trend times the log of non-agricultural private wages
and salaries (this variable allows a trend in the
coefficient--elasticity-——for In WE),

DRE = dummy variable (1 prior to 1984:2, 0 thereafter) for
the loss of gross receipts base due to the deduection
for real estate commissions on new improvements,
seasonal dummy variables, meant to correet for the
fact that TGR is roughly a month lagged behind WE.

TREND x InWS

D1, D2, D3

In the past, taxable gross receipts figures were taken from the quarterly RP-80 reports,
with adjustments as noted f{or the ERDA and Pittsburgh-Midway case settlements.
However, a persistent upward bias was noted in the taxable gross receipts receipts
figures, as determined by comparing actual tax collections with computed tax collections.
Therefore, in reestimating the ecurrent year eguations, the tax base was adjusted in
accordance with the ratio of actual gross receipts tax collections to computed tax
collections, a procedure which implieitly assumes that the effective tax rate computed
from the RP-80 was correct. On a back-cast basis, this techniques reduced the taxable

receipts predicted by he model for last fiseal year by about $10 million.

The equation with parameter estimates and "t" statisties in parentheses is as follows,

estimated over 1976:1 to 1987:2 (46 observations):

In TGR = -2.5874 + 1.2537 In WS - .0005 TREND*1n WS + .0154 DRE
(-2.570) (9.56) (-1.30) (.50}

+.0364 D1 +.0222 D2 + .0246 D3
{1.84) {1.13) (1.25)

RE = .984, DW = 1.88
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These results indicate that the \rariatri_e In WS is highly significant, but an elasticity of the
gross receipts base to changes in non-agricultural private wages and salaries of nearly
seems to be unrealistically high. The trend in this coefficient is slightly negative, but the
trend variable has a very small coeffieient, and is not significant, so it could be
considered zero (i.e., the trend variable could be dropped). The real estate commission
dummy variable gives reasonable results, but its "t" value indicates it is not wvery
significant. The seasonal dummy variables are significant at about the 10% level and
indicate some seasonality. The R® statistie indicates that the regression fits well and the

DW statistie indicates that there is no serial correlation.

Forecasting with this equation is relatively easy, since only one exogenous variable (WS) is
needed to make foreecasts. Another advantage of the equation is that wages and salaries
are forecast fairly well by the FOR-UNM model. For example, the November, 1984
forecast for wages and salaries for the following fiscal year (covering the gquarters 1985.3-

1986.2) was just .37% off the actual for the year as a whole:

Amounts (in $billions) Percent
Quarter Forecast Actual Error
1985: 3 9.620 9.718 -1.01
4 9.820 9.875 -.56
1986: 1 9.980 9.978 +.02
2 10.210 9,913 +3.00
Year Average 9.908 9,871 i

For the past two years, a second equation has been used in the gross receipts tax forecast.
This eqguation was used to forecast the share of receipts attributable to transactions

outside municipal boundaries, transactions which would accrue revenues to the General
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Fund at the full statewide_r‘ate 4,75%, rather than just 2.9%. Last year, this share, known
as the outratio, was not suecessfully foreeast by the equation which, as was suspected,
produced a result lower than that indicated by the RP-80 data. This year, the equation
was not used and, instead, it was estimated that the outratio would not fall below 24% on
the average. After obtaining taxable receipts and outratio forecasts, a final step
involving adjustments for special factors and for penalty and interest, administrative fees,
distributions for the Aviation Board and for the county equalization must be made.

Procedures for aceounting for these adjustments are discussed below.

FORECASTS FOR the T6TH AND 77TH FISCAL YEARS

Step 1 - Obtain forecasts of variables from FOR-UNM and DRI - As noted above, the

estimating period for the taxable receipts equation ran through 1987:2 (the second quarter
of calendar year 1987). The model forecast, therefore, requires private wage and salary
forecasts for 1987:3 to 1989:2. The data used is from the November, 1987 run of the

FOR-UNM model.

Step 2 - Run model to obtain foreecasts of TGR. - The forecast values of variables were

entered into the SAS regression program (which automatically generates the trend and
dummy variables for the equation), and run. The forecast values of TGR, after conversion

from logs, are as follows:

Forecast Value of TGR Forecast Value of TGR
Quarter {$ millions) Quarter ($ millions)
1987 3 4,009.0 1988: 3 4,107.6
4 3,926.5 4 4,060.3
19838: 1 4,085.5 1989: 1 4,260.7
2 4,037.8 2 4,243.7
76th FY 16,008.6 . T7th FY 16,692.4

-19-



Step 3 - Estimate and apply average General Fund Gross receipts tax rate. - Using the

OUTRATIO estimate of .24 and the faet that the General Fund effective tax rate on sales
outside municipalities is 4.75% and on sales inside 2.9%, an overall General Fund rate is

computed equal to 3.344%.

Step 4 - Adjustments. - A number of elements of gross receipts colleetions are not
covered by the base estimate. Estimates for these elements must therefore be made
separately, and then added to the base estimate. These separate estimates are shown

below for the 7T6th and 77th fiseal years.

The adjustments are: (amounts in $millions):

Resason for Adjustment 76th FY 77th FY
Aviation Fund —.600 -.600
County Equalization Dist. -1.020 -.800
Penalty and Interest 3.100 3.500
Administrative Fee 1.130 1.440
Food Stamps -1.950 -3.000
Boat Tax -.450 —-. 500
Enhanced Collections (CACS) 11.000 v 10.000

Total Adjustments 11.210 10.040

Explanations or sources for these estimates are:

Aviation Fund. - The current year estimate represents approximately the amount distributed

in the first quarter of the fiscal year (.143 $million), annualized. This distribution is

expected to be unchanged for the next fiscal year.



County Equalization Distribution. - Counties that have imposed a county gross receipts tax

of at least .125% receive a distribution each September of the difference between what they
would have received from a statewide per capita distribution of the amount raised from a
statewide .125% gross receipts tax rate (regardless of the rate), and the amount they
actually received from their gross receipts tax. The amount shown is the actual amount
distributed. The distribution will decline next year because Valencia County is expected to

lose its distribution.

Penalty and Interest. - This represents the amount collected in the first quarter of the 76th

Fiseal Year ($.639 million), annualized on the basis of the average first quarter share of the
preceding calendar year. The amount should increase next vear with expansion of the audit

program tied in with the CACS system.

Administrative Fee. - This represents the amount received during the first three months

($.241 million) inereased in the second half to reflect tax increases in Albuguerque and
Santa Fe whieh will be subject to administrative fee charges. Next year's fees increase as a

result of a full year of higher tax rates in these and other communities.

Food Stamps. Effective October 1, 1987, food stamps issued by the USDA deposited by a
food store in a financial institution are exempt from gross receipts taxes. Approximately
€100 million in foodstamps are issued in New Mexico, and nearly all sales ocecur within
municipalities. The annual cost, therefore is around $2.9-3.0 million, but the loss in the
current year is adjusted to refleet just seven months of impaet in the last part of the

current year.

Boat Tax. The 1987 Legislature removed the sales of boats from the gross receipts tax and

imposed a separate boat tax. The impaect estimate is based on the FIR, and the estimate for
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the 76th fiscal year reflects 11 months of impact while that for the 77th fiscal year reflects

12 months of impact.

Enhanced Collections. This adjustment is, perhaps, the hardest to explain. In June, the

Department's new Computer Assisted Collection System began sending notices to nonfilers.
Subseguently, other collection steps were implemented. Coincidentally, gross receipts tax
transfers to the General Fund experienced an upward surge beyond an amount that would
seem to be in line with economic trends. Much of the inerease appears to be attributable to
the new collection system. In the first guarter, about two million dollars of July's inerease
and one million dollars each for August and September appear to be attributable to improved
colleetions. The amounts are expected to gradually diminish over the year as delinquent
taxpayers become current. Next year, the ongoing impact of perhaps $.5 million per month
will be boosted by increased audit effort, for which four million dollars has been "plugged"

into the estimate.

ANNUAL AND QUARTERLY ESTIMATES.

The following tables combine components of the gross receipts tax estimate into a quarterly

forecast, which is aggregated to produce annual totals.
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76th Fiscal Year (1987-88)

Base (TGR) ($M)
OUTRATIO (%)
Average tax rate(%)

Base Estimate ($M)
Adjustments ($M)

Aviation Fund

County equalization dist.

Penaity and Interest

Administrative Fee

Food Stamp

Boat Tax

Enhanced Collections (CACS)
Total Adjustments

Final Estimate ($M)

17th Tiscal Year (1988-39)

Base (TGR) ($M)
OUTRATIO (%)
Average tax rate (%)

Base Estimate ($M)

Aviation Fund
County equalization dist.
Penalty and Interest
Administrative Fee
Boat Tax
Enhanced Collections (CACS)
Audit
Foodstamps

Total Adjustments

Final Estimate ($M)

Fiscal Year Quarter

I 1 m IV Totzal
4,009.0 3,926.5 4,085.5 4,037.6 16,058.6
24.0 24.0 24.0 24.0 24.0
3.344 3.344 3.344 3.344
134.060 131.300 136.620 135.020
-.150 -.150 -.150 -.150
-1.020 0.0 0.0 0.0 -1.020
.700 -800 .800 .800
.240 .240 .300 .350
0.0 =-.490 -.730 =-.730
-.090 -.120 -.120 -.120
4.000 3.000 2.000 2.000
3.680 3.280 2.100 2.150
137.740 135.580 138.720 137.170
Fiscal Year Quarter
I BT 11§ v Total
4,107.8 4,080.3 4,260.7 4,243.7 16,672.3
24.0 24.0 24.0 . 24.0 24.0
3.344 3.344 3.344 3.344
137.360 135.780 142.470 141.910
-.150 -.150 -.150 =-.150
-.800 0.0 0.0 0.0 -.800
.800 .200 .900 .900
.360 -360 .360 .380
-.120 -.130 -.120 -.130
1.500 1.500 1.500 1.500
1.000 1.000 1.000 1.000
-.750 -. 750 =.750 -.750
1.840 2.730 2.740 2.730
139.200 138.510 145.210 144.640
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REVIEW of 75th FISCAL YEAR (1986-87) ESTIMATE

Revenues for the 75th fisecal year ($514.2 million) were significantly lower than the
estimate of $533 million. By the end of the year, it had become apparent that ever since
March, 1984, when the new CRS system began tabulating data for the "Report 80",
significant over-reporting of taxable receipts had oceurred. Thus, the regression analysis
which serves as a basis for forecasting taxable receipts is flawed by the existence of three
years of inaccurate quarterly "observations”. At the time the forecast was prepared for
the 75th fiscal year, there was a suspicion that the Report 80 data were unreliable, but
uncertainties over the role played by the amnesty program in inflating the taxable

receipts base made it difficult to sort out the source of error in the prior year's estimate.

The following table summarizes the sources of error in the 75th fiscal vear forecast:

Actual Estimate Difference

Base Forecast $513.3 $531.5* $-18.2
Amnesty 0.0 +.9 -.5
Administrative Fees +.8 +.7 .1
Principal & Interest +3.2 +3.5 =3
Aviation Fund =5 -.6 +.1
County Equalization -2.6 -2.6 D.o

General Fund Distribution $514.2 $533.0 $-18.8

* Estimate of $540.1 shown in the Revenue Estimating Manual reduced by $8.6 million,
i.e., the adjustment needed to reflect the lagged impact of the July, 1986 rate increase.



Clearly, nearly all the error was due to the base estimate error. One partial explanation
of the difference between actual and expected revenues lies in the treatment of refunds.
Total refunds for the year were $5.3 million, of which somewhat more than 60%, or $3.4
million, were probably attributable to the General Fund. It is not entirely clear that a
separate adjustment is required for refunds because refunds processed "on-line" should be
reflected in a reduction of taxable receipts. However, it is not known whether or not the
majority of refunds are processed in this fashion, so a prudent approach in the future
would be to make a nominal adjustment in the forecast to account for the payout of

refunds.

Even if a large adjustment is made for refunds, there remains a significant diserepaney
between actual taxes and taxes computed on the basis of the RP-80. As noted, this report
seems to have had a persistently high bias. The table on the next page attempts to
segregate the estimating error attributable to the model from the estimating error
attributable to the RP-80 data problem. (Note that while the table below refers only to
General Fund revenues, the same conclusion is drawn when loeal distributions are also
taken in account). The complete comparison is made only for the first three quarters of
the fiseal year. In the fourth quarter, the problems with the RP-80 had become
sufficiently well recognized that a change was made in the processing of data, a change

which involved the loss (temporary, one hopes) of one month of data.
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Comparison of Estimated, Computed and Actual
Gross Receipts Tax Revenues: 75th Fiscal Year

Year (Quarter):

Estimated:

Taxable

Gross Receipts
Effective Rate
Tax (base estimate)

Computed RP-80:*
Taxable Gross Receipts

Effective Rate
Tax (computed)

Actuzl:

Tax Distribution to
General Fund

Tax plus Aviation and
County Equalization

Tax adjusted for
Refunds***

1986.3 1986.4 1987.1 1987.2 Total
4,064.3 3,916.7 4,080.6 4,088.8 16,150.4
3.350 3.358 3.344 3.326 3.344
127.6** 131.5 136.5 135.9 331.5
4,059.5 3,976.9 4,014.7 N/A N/A
3.350 3.344 3.330 N/A N/A
127.4%* 133.0 133.7 N/A N/A
123.2 128.2 129.8 129.0 510.2
126.0 128.3 129.9 129.1 913.3
126.6 128.8 131.0 130.3 516.7

" Sum of monthly reports.
**  Adjusted to exclude $8.6 million loss attributable to lag in rate change. This amount
has been subtracted from the base estimate of $540.1 shown in the Revenue

Estimating Manual.

*** This line should be comparable to the base estimate of taxes before refunds.
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The table shows that for the first three quarters of the year, the gross receipts tax
estimating model predicted base receipts of $395.6 million, only $1.5 million higher than
revenues computed on the basis of the RP-80, which amounted to $394.1 million. At the
same time, the actual state gross receipts tax share (ineluding the Aviation Fund and the
county make-up distribution) amounted to just $384.2 million without refund allowances.
Even allowing for refunds, total tax revenues were just $386.4 million. Extrapolating the
diserepancies displayed by the first three quarters and applying them to the year as a
whole, and also taking account of the refund situation, the following break-out of the

$18.2 million error can be made (millions of dollars):

Cause of Error Amount
Refunds $ 3.4
Model ($1.5 annualized) 2.0
Data Problems 12.8
$18.2

As a follow-up of the aﬁove analysis, the gross receipts base tax model was rerun using
adjusted taxable receipts data for 1984-86. The new quarterly estimated "actual" data
was derived by comparing actual state and local tax collections for the state with the
computed tax shown on the RP-80. If actual collections fell short of computed
collections, the base was adjusted downward accordingly. In other words, the effective
state and loeal tax rate was assumed to be correct, but the base was assumed to be
incorrect. A re-estimate of the coefficients for the tax base equation yielded a revised
"backeast" for 1986-87 of base collections of $519.8 million, or just $5.6 million more than
the actual base of $513.3 million (including distributions to Aviation and County
Equalization Funds). This is far smaller than the $18.2 million difference derived from

the old equation.
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2. COMPENSATING TAX
DESCRIPTION
For the privilege of use, consumption or storage (other than for subsequent sale in the
ordinary course of business) of tangible personal property in New Mexico, an excise tax of
4.75% of the value is imposed on the person using the property. Value is determined at
the time of acquisition or introduction into the State, whichever is later, or of conversion

to use by the manufacturer of certain categories of property.

The purpose of this tax is to provide revenue and to protect New Mexico businesses from
the unfair competition that would otherwise result from the importation of property
without payment of the gross receipts tax. Thus, the compensating tax is applied in
situations where the gross receipts tax has not been paid. (Many states refer to such a
levy as a "use™ tax.) A credit is allowed for sales tax paid to another state. Collections,
net of refunds, ete., are placed in the State General Fund, after appropriate transfers are
made to the Aviation Fund (see description of this disbursement under the "Gross Receipts
Tax" section), and to the Small Cities and Small Counties Assistance Funds (see

description below).

Small Cities Assistance Fund
Section 3-3TA-3 NMSA 1978 establishes 2 Small Cities Assistance Fund into which 8% of

net compensating tax receipts are placed. Funds are distributed in January by formula.

Small Counties Assistance Fund
Section T-1-8.5 provides that 10% of net compensating tax receipts be placed in the Small
Counties Assistance Fund. Funds are disiributed on or before September 15 each year in

accordance with ceriteria established in Sections 4-61-2 and 4-61-3.
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FORECASTS FOR THE 76TH and 77TH FISCAL YEARS

Prior to last year, a regression equation using mining-related activity indicators as the
primary explanatory variables served as the basis for forecasting compensating taxes. A
year ago, it became apparent that compensating tax collections were not as sensitive to
fluetuations in mining variables as the analysis presupposed and that the equation would

severely underestimate revenues.

Compensating tax revenues are quite wolatile and ecan exhibit year-to-year declines,
though the inciease in the price level assures a long-term increase. Last year's estimate
of $17 million in General Fund revenues ($20-21 million total) was based upon an analysis
of what the historieal, inflation-adjusted, minimum tax base would be. In faet, the
estimate was about 13% too low, and General Fund revenues actually came in at $13.5
million. This year's General Fund estimate of $18 million is simply an extrapolation of the
first five months of collections, which averaged $1.5 million. Next year's estimate of $19
million represents a 5.5% growth rate, roughly the rate of increase in the tax base for

gross receipts taxes.

-20-



3. TOBACCO TAXES (Cigarette and Tobacco Products)

CIGARETTE TAX

DESCRIPTION

An exeise tax of seventy-five one-hundredths of one cent is levied for each cigarette sold,
given or consumed in this State, i.e., fifteen cents per package of twenty cigarettes (7-12-
3). The tax was changed from $0.006 per cigarette to $0.0075 effeetive July 1, 1986.
Cigars and other tobaceo products are not taxed under this Act, but are taxed under the
Tobacco Products Tax Act. Most sales of cigarettes to agencies of the United States
government are exempted (7-12-4). There are administrative provisions for registration
of s_ellar‘s of eigarettes and for affixing stamps to taxed packages of eigarettes. A license
fee of one-eighth of one 'percent of Gross Receipts is paid by those affixing stamps
outside the state (7-12-5). Discounts are allowed to purchasers of stamps to defray the
cost of affixing them. The discount amount, depending on the  monthly volume of stamps
purchased, may be 4%, 3%, or 2% of the face value of the stamps. Refunds are allowed
on unused or destroyed tax stamps (7-12-8). The tax is administered by the Revenue

Processing Division of the Taxation and Revenue Department.

The net receipts attributable to the cigarette tax are distributed as follows:

L One-fifteenth to the County and Munieipality Reereation Fund (7-1-6.11 and

7-12-15).

2. Two-fifteenths to the County and Municipality Cigarette Fund (7-1-6.11 and
7-12-16).

3. Three-fifteenths to the dedicated Health Research Fund (7-1-8.11 =and
24-20-1).

4, The remaining nine-fifteens go to the state General Fund.
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Collections are first deposited in the Suspense Fund for the purpose of making
disbursements for refunds, ete. (7-1-6). On the last day of each month, the balance is
transferred to the state General Fund, less the disbursements to the County and Municipal
Reereation Fund, the County and Municipal Cigarette Fund, and the Dedicated Health
Research Fund as described above (7-1-6.11). Also on the last day of the month, the State
treasurer disburses the prior month's Recreation Fund and Cigarette Fund Receipts to
each county and munieipality in the proportion that the sales of cigarettes made within
each location bears to the total sales in the State (7-12-15, 7-12-16). It should be noted
that local governments receive their share of the cigarette tax two months after the
collection month of sale of tax stamps, whereas the State General Fund, Dedicated Health
Research Fund, and the Recreation and Cigarette Funds receive the tax receipts in the

month following the collection month of sale of tax stamps.
DATA SOURCES

Cigarette exeise tax stamp sales, on both a cash sale and consignment account basis, are
processed as purchase orders (LUX-8) from the cigarette distributor to the Revenue
Processing Division, and an invoice of charges (LUX-4) accompanies the order of tax
stamps which are forwarded to the cigarette distributor. Payments are allowed on both a
cash basis (at the time of sale) and on a consignment basis where payment is due the
following month. The majority of sales are on the consignment basis. Each cigarette
distributor aIsc.}' files a monthly report (CIG-5), due on or before the 25th of each month,
which details the numbers of cigarettes and loeation of distribution within New Mexico.
The information from these reports (CIG-3, LUX-4, and LUX-8) is reviewed, monitored,

and compiled by the Miscellaneous Tax Programs section of the Revenue Processing
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Division. Monthly summaries are prepared showing tax stamps sold, taxes received, and

cigarette distributions by location.

Generally, the amount of money outstanding on consignment accounts is a stable
proportion of sales, and payments are made in a timely manner. In some months,
consignment payments are lower than would be expected, but these months are generally
offset by higher-than-usual payments the following month. From the summary reports,
Tax Research maintains and monitors a monthly history of the following basic numbers for

use in revenue estimating:

o Cigarette excise tax stamp sales (gross reported, and computed net),

o Receipts from stamp sales (gross and net),

o Amount of discounts and refunds, and computed stamp volume of refunds

o Receipts from license fees,

o Fund disbursements (General Fund, Dedicated Health Research Fund,

Recreation, and Cigarette Funds),

o Recreation and Cigarette Fund disbursements (by county and municipal
government).
METHODOLOGY

Revenues from the cigarette tax are estimated by utilizing existing long term data on
cigarette consumption and the current tax rate on cigarettes. Demographic and social
trends, and discretionary judgement influenced by the feel for the general conditions of
the economy reflected in the economic assumptions, are used to adjust the historical data

and estimated tax revenues.
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I. Taxable Volume Estimate.

Cigarette Excise Tax stamp sales are monitored and summarized by TRD/Miscellaneous
Tax Programs on a monthly basis. The "Report of Sales and Payments for Cigarette Tax"
includes the actual count of tax stamps sold during the period, and is used to determine
gross cigarette tax stamp sales for the period. Tax stamps are sold to wholesale
distributors and are placed on all packs of cigarettes before delivery to the retailer.
Actual consumed volume (gross volume less refund volume) probably lags the quantity of

stamps sold by a month or two, but this is generally of no concern.

The historieal series of cigarettes taxed is computed from tax stamp sales and converted
to a count of individual cigarettes:
(packages of 10's stamps x 10) + (packages of 20's stamps x 20) + (package of 25's

stamps x 25) = quantity of cigarettes.

The number (approximately 2.2 billion per year) may then be converted to a count of
equivalent packs of 20 (approximately 115 million per year), since it is a more widely used
standard in discussions of cigarette topies. Refunded volumes are computed from
refunded taxes, and are subtiracted from gross stamp sales to estimate taxable volumes.
The historical taxable volume series is currently evaluated through simple year-to-year
percentage changes (in the range of + 6% to - 6% per year). The historic percentage share

of yearly revenues attributable to individual months and quarters is also ealculated.

Media and trade journals are surveyed to get a feeling for the strength and trends of the

tobaeeo industry, and combined with any obvious trend in the New Mexieo econsumption

patterns, to derive a probable average rate of change for annual New Mexico cigarette
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taxable volume. This rate is applied to the most recent year's actual data to obtain the

future year's volume estimate.

If any major changes in the cigarette market are anticipated (price, taxation, regulation,
ete), a separate estimate is generally made to determine an adjusting factor attributable
to any unusual change. Additionally, quarterly volume estimates are made based on the
historical percentage share attiributable to each quarter, for use in monitoring the actual

volumes as the year progresses, and for quarterly breakdowns of revenue estimates.

IL. Revenue Estimate (Distribution Methodology)

The taxable volume estimate is first multiplied by the tax rate(s) in effect over the period
to determine gross sales. Since stamp sales are discounted (to defray the costs of affixing
the stamps) at three different rates depending on monthly volume (2%, 3%, 4%), an
estimate of expected discounts as a percent of gross sales is made based on historical
data, and is subtracted from gross sales to estimate net stamp sales. The current average

discount is approximately 3.2% of gross sales.

Special licenses are required for affixing cigarette tax stamps outside New Mexico, and a
license fee of one-eighth of one percent of gross receipts derived from the sale of such
out of state stamped cigarettes is imposed. These fees are estimated based on expected
changes in volume and price from the most recent year's actual fees. The net stamp
revenue is then allocated to county/municipal recreation funds (1/15th), eounty/municipal
cigarette funds (2/15th), dedicated health research fund (3/15th), and the State General

Fund (9/15ths). The license fees are distributed entirely to the State General Fund.
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Iv.

Summary of Procedures

Estimate changes in cigarette consumption (taxable volume) as a funetion of
economic assumptions, price projections, recent historical trends, tax or
regulation changes, social trends or legislation, ... ete.

Most recent yearly volume x [projected consumption changes] = est. volume.
Est. volume = tax rate = gross sales estimate.

less historical discount = net sales estimate.

net sales receipts estimate x 1/15 = Recreation Fund estimate.

net sales receipts estimate x 2/15 = Cigarette Fund estimate.

net sales receipts estimate x 3/15 = Dedicated Health Research Fund
estimate.

net sales receipts estimate x 9/15 = General Fund estimate (stamps portion).
most recent yearly fees x volume growth x price growth = License fees
estimate.

General Fund (stamps portion) + License fees = General Fund total estimate.
historical quarterly factor(s) x General Fund estimate = quarterly General
Fund estimate(s).

Prepare separate analysis and estimate for speeial situations which eould

effect volumes, receipts, or timing: i=. new administrative procedures.

Revisions to Quarterly or Annual Revenue Estimates

1)

Based on Revenues: Cigarettes tax stamps are sold on both a cash basis, and
on a "consignment" basis where payment is due in the following month. When
payments are low in a month which ends a fiscal quarter, fund distributions
may appear low and revisions to annual revenue estimates might be

considered. Before any revisions are made, the actual volume of cigarettes (as
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2)

expressed in stamps sold) should be checked to verify that a weakness in the

distributions is due to actual activity rather than overdue payments.

Based on Volumes: Estimates of quarterly volume are based on historieal
averages attributable to a given quarter and currently vary by only one or two
percent (27+25+23+25 = 100). Certain years in the past have varied from these
averages by as much as 3% in some quarters. For example, unusually high
summer tourism might make first quarter volumes look greater than projected,
but would not necessarily reflect a year long trend. Volume differences of 3%
or more would imply a need for review of the annual estimate, though it may

not necessarily imply a revision of the estimated totai annual revenue.
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V. REVENUE ESTIMATES: 72ND THROUGH 76TH FISCAL YEARS

Cigarette Volume* General Fund
(Millions of Packs Cigarette Revenue
of 20) ($000) Estimate Error**
Fiscal Year Actual Estimated Actual Estimated Volume Revenue
T1st (1982-83) 128.9 N/A 11,292 N/A N/A N/A
72nd (1983-84) 126.5 131.2 11,100 11,500 -3.7% -3.6%
T3rd (1984-83) 125.3 125.0 11,002 11,000 Zrrr Z
T4th (1985-886) 126.1 125.0 11,108 11,000 +1.0% +1.0%
75th (1986-87) 119.9 122.0 10,486 10,700 -1.8% -2.0%
T6th (1987-88) n/a 115.0 n/a 10,100 n/a n/a
77th (1988-89) n/a 110.5 n/s 9,700 nfa n/a

* Cigarette volume after imputed refunds, i.e., taxable volume.
** Estimate Error = actual less estimated, as percent of actual,

*3% 7 = less than 0.5%

Review and Assumptions

The T2nd fiscal year saw considerable price increases due to the doubling of the federal
excise tax in January 1983 (first full year effect) and wholesale price inereases during
1982 and 1983 amounting to approximately 45%. Some lag effect in a "price shock"
reaction appears to have lowered cigarette volume during the 72nd fiscal year, as shown
by a large increase in refunds. This decline was slightly offset by an increase in fee

collections (based on gross receipts).

The T73rd fiscal year showed a relatively stable trend of slow decline in cigarette
consumption. Prices (and fee revenues) remained constant. Total sales volume and refund
amounts were both higher than expected but offset each other, resulting in a very small
estimate error.
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The 74th fiscal year revenues were expected to hold steady, but probably would have
shown a slight decline, had it not been for legislative tax rate changes which shifted sales
from the 75th fisecal year in a retailer attempt to beat the July 1, 1986 tax increase.
Additionally, some errors of overreported fees acted to supplement the T4th fiscal vear

and were subsequently refunded early in the 75th fiscal year.

The 75th fiseal year showed a significant decrease in taxable sales (-4.9%) and 2 decrease
in General Fund revenues of $622 thousand (-5.6%). The faectors contributing to the
decrease in taxable volume were: (1) a speed-up of retailer purchases in June, 1986 which
augmented the 74th fiscal year of the expense of the 75th fiscal year; (2) the inereased
price differential offered by Indian reservation smokeshops; (3) the continued trenu of
health-oriented/anti-smoking consciousness. In addition to these factors, General Fund
revenues were further decreased by a refund for out-of-state stamping fees which had
been overreported during the 74th fiscal year. The cigarette inventory tax provision
which accompanied the three cent tax increase of July 1, 1986 yielded approximately $223
thousand (implying an inventory level of about 7.4 million packs), most of which was

distributed to the General Fund.

One factor which has been overlooked in the revenue estimate associated with the 1986
tax rate and distribution changes is the operation of consignment sales of tax stamps,
which allows 30 days for payment. Although the General Fund gained on the inventory tax
provision, there was some oiffsetting loss since some payments due at the 12 cent rate

were distributed under the 13 cent rate distribution formula.

Assumptions for the T6th and 77th fiscal years assume a continuation of the recent trend
of decline. The federal excise tax rate is expected to remain intact (this could present

some downside risk to the forecast), and prices are assumed to remain relatively
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unchanged after the December, 1987 manufacturer's price increase of 40 cents per carton
(4 cents per pack). Indian reservation smokeshops will continue to see increased revenues
partially boosted by the overall cigarette price increase. The price increase and the
generzl health-oriented/anti-smoking popular trends will contribute to some decrease in

"real” consumption (as opposed to state taxable consumption).

T6th Fiscal Year (1987-88) Estimate (Oct., Dec., 1987)

Estimated Net Taxable Voiume 115,000 thousand packs
Tax Rate @ 15¢ x B8.15

Gross Sales §$ 17,250 thousand
Discounts @ 3.2% -352 thousand

Net Sales 16,698 thousand

Fees: $ 108 thousand

Local government Recreation Fund: 16,698 x (1/15) = § 1,1i3 thousand
Local government Cigarette Fund: 16,698 x(2/15) = 2,226 thousand
Dedicated Hezalth Research Fund: 16,698 x(3/15) = 3,340 thousand
State General Fund (stamps portion): 16,698 x(9/15) = 10,019 thousand
State General Fund total = 10,019 + 108 = $10,127 thousand

State General Fund Quarterly Revenues:

76.1 $ 2.8 million

76.2 2.6 million
76.3 2.2 million
76.4 2.5 million
FY 76 Total $10.1 million
Estimated Net Taxable Volume 110,500 thousand packs
Tax Rate @ 15¢ x_ 0.15
Gross Sales 16,575 thousand
Discounts @ 3.2% -530 thousand
Net Sales 16,045 thousand
Fees: $ 120 thousand
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77th Fiscal Year (1988-89) Estimate (Oect., Dec., 1987)

Loeal government Recreation Fund
Loeal government Cigarette Fund
Dedicated Health Research Fund
State General Fund {stamps portion)

State General Fund Total

State General Fund Quarterly Revenues:

FY 77 Total

77.1
7.2
77.3

17.4

16,045 =x(1/15) = 1,070

16,045 x(2/15) = 2,139

16,045 =x(3/15) = 3,209

16,045 x(9/15) = 9,627

9,627 + 120 = 9,747
%$2.7 million

2.5 milliocn
2.1 million
2.4 million

$9.7 million

thousand

Tax increase rule of thumb: a one cent cigarette tax increase raises about $1 million

total.

-40-



TOBACCO PRODUCTS TAX

DESCRIPTION

An excise tax of twenty-five percent of the (wholesale) product value is imposed on
tobaceo produets other than manufactured cigarettes. The Tobacco Produects Tax, first
instituted on July 1, 1986, is imposed on the first purchaser of tobaeco in the state, and
taxes are due on the twenty-fifth day of the month following the purchase. Most sales of
tobaceo to agencies of United States government are exempted (7-12A-4), and deductions
are allowed for sales to persons in another state (7-12A-5). The tax is administered by the
Reveuue Processing Division of the Taxation and Revenue Department, and there are

administrative provisions for registration for sellers of tobacco produects.

The net receipts, including penalties and interest, attributable to the tobacco products tax

are distributed to the State General Fund on 2 monthly basis.

DATA SOURCES

The tobacco products tax is reported monthly, using form CIG-12 which shows the value
of products received, non-taxable deductions, tax due, and any applicable penalty and
interest due. The report separates the value, deductions, and tax on cigars from other
tobacco products. Currently, no summary of these reports is compiled and they are not
used for revenue estimating purposes. Receipts attributable to the tax, penalties and
interest, refunds, and returned checks are monitored through the monthly distribution

cycle and published in the Department's monthly Report of Receipts and Disbursements

(RS-1).
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METHODOLOGY

Due to the limited history of the tax (initiated July 1, 1986) and the relatively small and
stable volume of non-cigarette tobacco products, only the most rudimentary revenue
estimating methodology is attempted. Monthly receipts are reviewed to determine
approximate monthly averages, and these are assumed to continue through the fiscal year.
The apparent tax base is caleulated from tax receipts for future use in establishing a data

base and revenue model, and evaluating legislative tax proposals.

REVENUE ESTIMATES

75th through 76th Fiscal Years

Tobacco Preducts General Fund Estimate

Wholesale dollars(1) Tobacco Revenue Error*
Fiscal Year Actual Estimated Actual Estimated Revenue
75th (1986-87) 6,159.5(2)  5,494.4 1,539.9(3) 1,373.6 -10.8%
76th (1987-88) n/a 6,400 n/a 1,600.0 n/a
T7th (1988-39) n/a 6,000 n/a 1,500.0 nfa

Notes:

1) Wholesale value base -- computed as revenue divided by 25%.

2) 11 months, plus inventory tax provision effective July, 1986,

3) In the 75th fiscal year, receipts attributable to the tax were distributed to the
state operating reserve fund and receipts attributable to penalties and interest
were distributed to the General Fund.

4] Estimate Error = actual less estimated, as percent of actual.

75th Fiscal Year (1986-87) Estimate (October, December 1986):

The monthly receipts attributable to the tobaeco products tax were expected to continue
at levels seen during the first five months of the tax (August through December, 1986).
No major changes in volume or price levels were expected. Some downside risk could be
associated with sales by Indian reservation smokeshops, although it is difficult to project
exactly when reservation sellers will establish ordering from out-of-state supplies, or

when tobaceco users will discover the possible price differential.
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July 1986: 3 0.0 (one month collection lag for new tax)

Aug. 1986: $ 143.6 (includes existing inventories)

Sept. 1986: $ 122.8

Oct. 1986: $ 123.3

Nov. 1986: $ 113.0 (some receipts shifted into December)
Dec. 1986: $ 146.8

The December, 1986 estimate provided to the L.F.C. assumed $123,000 per month for the

ten months following August:

143.6 + ($123.0 x 16) = $1,373.6 thousand; rounded to $1,400 thousand.

The significant inerease during the second half of the year was assumed to result from
better taxpayer awareness and compliance. The increased amounts were not identified as
payments on assessments or payments for past taxes due, but this could have been the
case. In any event, the quarterly pattern of revenues during the 75th fiseal year is not

expected to continue in future years.

76th Piseal Year (1987-88) Estimate (October, December, 1987)

The prior "eighteen month estimate" of $1,300 thousand had been based on the $123 per
month assumption discussed above and had assumed that Indian reservation sellers might
likely establish a noticeable share of the tobaceco products market. The "six month
estimate” (December, 1987) significantly increased estimated General Fund revenue due
to the stronger second half of FY 75 and continued strength in the first half of FY 76.
While the second guarter of FYT76 saw some weakening of receipts, there is no evidence

that Indian reservation sellers are increasing their market share. The apparent absence of
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this affect may be due to the nature of non-cigarette products — with relatively rapid
product spoilage for all products and more substantial product differentiation for eigars,
making the consumer less likely to adjust purchasing habits. The 76th fiscal year estimate
assumed that the pattern in the first half of the year would continue in the second half at

about $133 thousand per month.

State General Fund Quarterly and Fiscal Year Revenues:

76.1 $ 500 thousand
76.2 300 thousand
76.3 400 thousand
76.4 400 thousand
FY76 Total $1,600 thousand

77th Piscal Year (1988-89) Estimate (October, December, 1987)

The fiscal year estimate of $1,500 is considered somewhat conservative and could likely
be revised upward by 5% to 10%, depending on the pattern of receipts over the next few
quarters. Moderate price increases should exert some upward pressures, however, the
downward pressures associated with popular anti-smoking sentiment (particularly for cigar
smoking), and a possible inereased share of market for indian reservation sellers warrants

a conservative estimate at this time.

Quarterly State General Fund and Fiscal Year Revenues:

77.1 $ 500 thousand
T7.2 300 thousand
7.3 300 thousand
77.4 400 thousand
FY 77 Total $1,500 thousand
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4. LIQUOR EXCISE TAX

DESCRIPTION

The liquor excise tax is imposed on any wholesaler who sells or distributes aleoholie
beverages on which this tax has not been paid (7-17-5). The tax is 2 unit tax (on volume
rather than value) and is imposed at four different rates for the four defined categories of

aleoholic beverages, as follows:

A. on spirituous liquors, $1.04 per liter,
B. on beer, $0.18 per gallon,
C. on wine, $0.25 per liter,

D. on wine, produced in New Mexico from at least 50% New Mexico grown fruit;
a variable, time-phased tax rate as follows:

July, 1987 through June, 1990: $0.01 £0.05
July, 1990 through June, 1992: $0.05 $0.10
July, 1992 through June, 1994: $0.10 $0.20
July, 1994 and after: $0.25 $0.25

In computing this tax, deductions are allowed for alcoholic beverages sold or shipped to
persons in another state (7-17-6), and an exemption is allowed for alcoholic beverages sold
to or by any instrumentality of the armed forces of the United States engaged in resale
activity (7-17-19) (Prior to July, 1985, only beer was exempt). The tax must be paid on or
before the twenty-fifth day of the month following the month of sale by the wholesaler
(7-17-10). A refund or credit is allowed for any tax paid on aleoholic beverages which

were subsequently destroyed or found to be spoiled or damaged (7-17-11). The tax is
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administered by the Revenue Processing Division of the Taxation and Revenue

Department.

The net receipts attributable to the liquor excise tax are distributed monthly to the
Community Alcoholism Treatment and Detoxifieation (CATD) Fund, administered by the
Health and Environment Department, and to the State General Fund. The CATD Fund

receives 52%, and the General Fund receives 48% of the net receipts.

HISTORY
Prior to May, 1986, revenues from the liquor excise tax were distributed in accordance

with the following schedule:

Distribution per unit to:
General CATD
Fund Fund Total
Beer (per gallon) $0.09 $0.09 $0.18
Wine (per liter) $0.13 $0.12 §0.25
Spirits (per liter) $0.53 $0.51 £1.04

Prior to July 1, 1984, the taxable event for the liquor excise tax was the purchase of aleoholie
beverages by a wholesaler. The taxable event was changed effective July 1, 1984 to be the sale
or distribution of aleoholie beverages by a wholesaler. The change was designed to keep liquor

rectifiers from escaping a portion of the tax.

Prior to July 1, 1983, the rates under the liquor excise tax rate were approximately one-half of
the current rates and an additional tax, the "wholesalers tax", was imposed on all wholesalers of
aleoholie beverages. The wholesalers tax was an excise tax of 4.25% of the gross receipts
attributable to aleoholie beverage sales. It included a deduction for amounts written-off as

uncollectible debts or sales to other wholesalers. Revenues from the wholesalers tax were
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distributed entirely to the State General Fund, while revenues from the liquor execise tax
were distributed entirely to the Community Alecholism Treatment and Detoxification
(CATD) Fund, administered by the Health and Environment Department. The wholesalers
tax was repealed at the end of the 7lst fiscal year (1982-83), and the liquor excise tax

rates were increased sufficiently to raise the same amount of revenue.

DATA SOURCES

All wholesalers are required to report wvolumes of alecholie beverages which were
distributed or sold on a monthly basis. Report forms LIQ-1A for beer, LIQ-1B for spirits,
and LIQ-1C for wine specify volume and inventory amounts, form LIQ-2A details any
credits or exemptions claimed, and report form LIQ-2 recaps the volumes and specifies
the taxes due. Monthly reports for the approximately thirty-four distributors and eleven
winers/growers in New Mexico are reviewed manually by Special Tax Programs Section,
and a summary "Aleohol Beverage Exeise Tax Statistical Report" (LIQ-3) is prepared. Of
the twenty-four registered winers/growers, only eleven reported sales on a regular basis

during the latter half of 1987.

From the summary LIQ-3 reports, Tax Research maintains and monitors 2 monthly history

of the following basic statewide numbers, by beverage type, for use in revenue

estimating:
o Colleections
Q Sales Volume

o Military Sales
o Deduections/Exemptions

0 Beginning and Ending Inventories.
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METHODOLOGY

Tax revenues from alecholic beverages are estimated by employing the existing long term
trend of the consumption of aleoholic beverages (by type: beer, wine, and spirituous
liquor) and applying the current tax rate to the estimated volume of the relevant type of
liquor consumed. It must be noted that discretionary judgement influenced by the feel
for the general conditions of the economy reflected in the economie assumptions plays

an important role in adjusting the historical data and hence the estimated tax revenues.

L Consumption Volume Estimate
il Revenue Estimate (Distribution hMethodology)
I Summary of Procedures

IV. Revenue Estimates: T3rd through T7th Fiseal Years

I. Consumption Volume Estimate

The historical consumption series from the LIQ-3 "Aleohol Beverage Execise Tax
Statistical Report" is currently evaluated through simple year-to-year percentage changes
(in the range of +5% to -10% generally, although the mid-1370's showed extremes of +17%
and -10%). The historic percentage share of a year attributable to individual months and
quarters is also caleulated. Both the annual totals and monthly and quarterly totals by
type of beverage are reviewed for applicability to the estimating process, sinee numerous
changes in tax rates and administrative procedures in recent years have distorted many of
the numbers (e.g., increaséd purchases just prior to tax rate changes at both the state and

federal levels).

Media and trade journals are surveyed to get a feeling for the strength and trends in the

liquor industry, upcoming tax changes or price expectations, and any obvious social or
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legal trends (such as the recently expanded denunciation of, and legal penalties for,
intoxicated motor vehicle operators). These factors are then combined with the probable
trend indicated by the historical consumption numbers for New Mexico, to derive a
probable average rate of change in volumes for the coming year. This rate is then applied

to the most recent year's actual data to obtain the future year's volume estimate,

Major changes in prices or rates of taxation are generally adjusted for in a separate
analysis, when those changes are discrete and quantifiable — for example the September
30, 1985 inerease in the federal tax on spirits from $10.50 to $12.50 per gallon (see the

7T4th Fiscal Year Estimate below).

II. Revenue Estimates

The consumption volume estimate for each type of alcoholic beverage (beer, wine, and
spirits) is first multiplied by the tax rate(s) in effect over the period to determine gross
taxes. Deductions and exemptions are already excluded from the historical volume series,
and so need not be deducted. The General Fund portion and the C.A.T.D. Fund portion are
muitiplied by the estimated net receipts for the year and for each guarterly period to

determine the estimated revenues for each period for each fund.

Il. Summary of Procedures
o estimate general trend of changes in aleohol consumption by type of beverage.

o calculate base volume estimate = most recent yearly volume x projected
general trend of changes.

o estimate effects on consumption by type of beverage due to specific price,
tax, or other changes, and apply to base volume estimate.

o calculate the tax due to each fund, given the estimated annual and quarterly
net receipts.

o estimate effect of special situations which could effect the timing or amount
of revenues (for example, the July 1, 1984 inventory tax credit).

o round the estimates for publieation.
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REVENUE ESTIMATES: 73rd through 77th Fiscal Year

Beer Volume

Wine Yolume

Spirits Volume

(000 Gallons) (000 Liters) (000 Liters)
Actual Estimated Actual Estimated Actual Estimated
FY 73* 40,800 41,000 10,500 10,000 8,100 8,300
FY 74 40,600 41,000 11,118 11,500 7,358 7,485
FY 75 39,734 40,000 11,511 11,300 7,144 6,650
FY 76 n/a 39,500 nfa 11,600 n/a 6,900
FY 77 - n/a n/a n/a n/a n/a n/a
Net
Net Receipts General Fund CATD Fund Receipts
($000) ($000) ($069) Estimate
Actual Estimated Actual Estimated Actual Estimated Error**
FY 73 15,692 15,800 6,396 6,700 9,0% 9,100 —_TH™
FY 74 17,759 18,000 8,929 9,100 8,831 8,300 —1-49 e
FY 75 17,480 17,103 8,390 8,210 9,090 8,893 +2.2%
FY 78 n/a 17,100 n/a 8,200 n/a 8,900 n/a
FY 77 n/a 17,100 nfa 8,200 n/a 8,900 n/a
- Actual Volumes for Tlrd fiscal year are approximate taxable volumes, before

removal of credited volumes ("eredit for prior law taxes paid").
**  Estimate error computed as: Actual less Estimated, as percent of Actual.
*##% 73rd fiscal year error affected the General Fund rather than the CATD fund,
through operation of the "eredit for prior law taxes" which was the major source of
the estimate error.
=*** Tith fiscal year error affected the Generai Fund more than the CATD fund, due to
the distribution change effective for May and June, 1986. The estimates shown are

not revised for legislative changes.
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Current Trends

A slowly declining trend is foreseen for Ligquor Excise Tax receipts, based primarily on the
well established decline in consumption of spirituous liguors. Beer consumption has
remained relatively unchanged, and the industry consensus views the market as saturated.
Wine sales show the only expanding component of liguor consumption, supporting the

widely held conception of a shift in consumer preferences toward wine goods.

The recently broadened exemption from state liquor taxes for sales to or by military
entities may have further weakened the state's revenues from the liquor excise tax.
Popular concern about alecoholism and drunk drivers should contribute to the shift in

- preference away from spirituous liquor.

73rd Fiscal Year (1984-85) Estimate (December, 1984)

Net receipts came in approximately $§108,000 less than expected (estimate error = -0.7%)
in the 73rd fiscal year, with General Fund distributions under by approximately the same
amount (estimate error = -1.6%). Distributions to the CATD fund were on target. Some
inerease in the amount of "ecredit for prior law taxes paid", unexpectedly processed after
the final revenue estimates were issued, was responsible for the General Fund shortfall.

Wine sales were quite a bit stronger than expected, but were offset by weaker than
expected sales of spirituous liquors. The weakness in spirits also contributed to a longer-

than-expected period of using up the credits for prior taxes paid.

74th Fiscal Year (1985-86) Estimate (December, 1985)

Actual T4th fiscal year net receipts amounted to $17,759 thousand (computed estimate
error = -1.4%). Improper estimate of the impact of federal tax changes may have
contributed to some of the error, although it is difficult to separate that effeet from
other trends contributing to the surprising weakness in spirituous liquor.
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The actual receipts to the CATD fund were quite close to the estimate, and receipts to
the General Fund were considerably below the estimate due to the change in distribution
of receipts which went into effect for May and June, 1986 (the estimate was not revised

to account for the change in law).

75th Piscal Year (1986-87) Estimate (December, 1986)

Percent
Prior Year Change FY 75
Beer 40,600 gal. x 0.985 = 40,000 @$0.18 =$§ 7,200 thousand
Wine 11,118 liters X 1.07 = 11,900 @50.25 = $§ 2,975 thousand
Spirits 7,358 liters X 0.90 = 6,650 @s1.04 = $§ 6,916 thousand

$ 17,091 thousand
General Fund at 48% = $3,185 thousand

CATD Fund at 52% = 48,865 thousand

Note: Military exemption already removed from prior fiscal year taxable volumes.

The estimates of percentage changes in taxable volumes were based on long run expected
trends (beer at 1.00, wine at 1.05, spirits at 0.95), further adjusted after review of weszk
first quarter volumes. No specifie distortion or "flukes" were identified in the first
quarter weakness, and it was expected that this weakness would continue. Lower personal
income and population growth, social and institutional changes (disapproval of heavy
alechol usage), and perhaps the oil and gas production weakness, were seen as factors

contributing to lessened volumes.

The 2.2% underestimate for the 75th fiscal year resulted from an overestimate of current
trends and concern over the surprising weakness in spirituous liquor during the prior vear
and first quarter of the current year. Wine sales grew at 3.5% rather than the estimated
7%, and spirituous liquor declined by only 2.9%. The slowing of the rate of decline in
spirituous liguor is guite notable since this has been the major cause of the recent trend of

revenue decline.
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76th Piscal Year (1987-88) Estimate (December, 1987)

A return to more usual historic trends is expected, with growth in wine slowing and the
decline in spirituous liquor moderating. The relatively volatile changes of the last five

years have probably stabilized, but a downward trend for spirituous liquor has been

retained in an attempt to avoid overreliance on the single prior year trend.

Percent
Prior Year Change FY 76
Beer 39,734 0.995 = 39,535 @$0.18 =$§ 7,116 thousand
Wine 11,511 1.012 = 11,645 @50.25 = § 2,311 thousand
Spirits 7,144 0.960 = 6,860 @s$1.04 =§$ 7,134 thousand
$17,161 thousand
48% to 52% to
Net Receipts General Fund CATD Fund

($000) ($000) ($000)
FY 76 first quarter $ 4,600 £2,200 $2,400
FY 76 second quarter 4,400 2,100 2,300
FY 76 third quarter 4,000 1,900 2,100
FY 76 fourth qusrter 4,100 2,000 2,100
FY 76 Total $17,100 $8,200 $8,900

77th Fiscal Year (1988-89) Estimate (December ,1987)
A stable, zero-growth outlook has been assumed for the 77th fiseal year. The major risk

to this forecast would be a continued downward trend in spirituous liquor as indicated for
the T6th fiscal year. Generally, the 76th fiscal year estimate is considered to be
moderately conservative, while the 77th fiscal year estimate is somewhat optimistie in
holding at the $17,100 thousand level. The range estimate for the 77th fisecal year is

$16,800 to $17,100 thousand.
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Supplemental Information (December, 1987)

Beer Wine Spirits
Military Sales (000 gal) o (000 Liters) %* (000 Liters) %*
FY 74 (1985-86) 807.4 1.95 234.8 2.07 112.0 1.50
FY 75 (1986-87) 798.9 1.97 322.8 2.73 162.7 2.23
FY 76 (1987-88) n/a n/a n/a

* percent of all reported sales after other deductions

Wine
New Mexico Produced Wine (D00 _liters) 9% *
FY 75 (1986-87) nfa** n/a**
FY 76 (1987-88) nfa*** 1.0]1%**

bl Percent of all reported sales after other deductions.

**  Not applicable. Special tax rate and separate reporting began in July, 1987.

*#*+ 50.53 thousand liters during first 5 months of 76th FY.
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5. PERSONAL INCOME TAX

DESCRIPTION

A tax is imposed on the net income of every resident individual and upon the net income
from business, property, or employment in New Mexico of nonresident individuals. The
tax also applies to fiduciaries, S corporations, and partnerships. Net income is defined as
federal adjusted gross income less a $2,000 personal exemption allowance for each
exemption, the greater of the standard deduction amount or federal itemized deductions
and amounts nontaxable by the laws or Constitution of this State or of the United States.
For iax years 1981 through 1984, a special deduction of $6,000 was allowed for each
person 65 years of age or older. Effective for 1985 and 1986 this deduction was allowed
on a phased basis by AGI, with the full $6,000 amount allowed for married filing joint
returns with AGI of $30,000 or less and singles with AGI of $18,000 or less. The cutoff
level was 545,000 for joint returns and $25,500 for single returns. Effective for 1987 and
subsequent years, the 56,000 has been increazsed to $8,000 to compensate the 63 and over
taxpayers for the denial due to TRA of the 65 and over personal exemption they formerly
enjoyed. This $8,000 deduction is also allowed on a phased basis. Special deductions are
also allowed for pension receipts under the New Mexico Publiec Employees' Retirement
Act, the Judicial Retirement Act, and the Educational Retirement Act, and up to 53,000
per year of annuity receipts paid by the United States to a retired civil service employee
or to an armed forces retiree or his survivor. In some cases a credit is allowed for tax
paid to another state. First-year residents must allocate and apportion their incomes
within and without New Mexico, as must non-residents with business income within the

state, and certain other resident taxpavers.

For 1987, New Mexico base income will be substantially expanded in conjunetion with the

implementation of the federal tax reform aet. Changes to both federal adjusted gross
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income and to federal itemized deductions will automatically be reflected in New Mexico

base income. Changes include:

1) Full taxability of unemployment insurance;

2) Denial of $100/$200 dividend deduction;

3) Denial of 60% longterm capital gains deduetion;

4) Passive loss limitation;

5) Denial of marriage deduction for two earner families;

6) Reclassification of moving expenses as deduction rather than adjustment;
) State sales taxes no longer deductible;

8) Phase out of consumer interest deduction;

9) Miscellaneous deductions allowed only if in excess of 2% of AGI;

10) Medieal Expenses deductible only in excess of 7.5% of AGI; and

11) Denial of IRA deduction for most taxpavers.

Tax liability is established under a graduated rate table, and separate tables are provided
for single individuals, for married individuals filing separately, and for married individuals

filing jointly and heads of household.

Three non-refundable credits may be claimed as an offset to tax liability, and unused
credit amounts carried forward for up to five taxable years. These asre the Solar Capital
Investment Credit, which is equal to 5% of costs not to exceed 520,000 for 1985 and
effectively repealed for 1986 and subsequent tax years, the Geothermal Capital
Investment Credit, which is equal to 20% of costs for 1985 and 1986 and 15% for 1987 not
to exceed $60,000, and the Cultural Property Preservation Credit, which is equal to 50%
of the cost of rehabilitating or restoring a cultural property listed on the New Mexico

register of cultural properties, not to exceed $25,000.
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The following refundable tax eredits and rebates are administered through the individual
income tax program, and they may be claimed by filing an income tax return even if no

income tax is due.

Child Day Care Credit.—A credit of 40% of the costs of day care services for eligible
dependents is available for low-income working individuals. The maximum eredit
allowable is $1,200. Amounts allowable under the federal day care credit must be

subtracted from the State eredit amount.

Food Tax Rebate.—A rebate of up to $45 per exemption (as deterruined for federal income
tax purposes) is available to residents who have been physically preseut in the State for
six months. This rebate is intended to return to taxpayers a portion of the gross receipts
taxes paid on food purchases. The rebate is suspended for 1986, 1987 and 1988. Beginning
in 1989, the food rebate amount is reinstated and phased out at upper adjusted gross

income levels,

Low Income Comprehensive Tax Rebate.—This rebate is intended to return to taxpayers
at or below the poverty level a portion of the total State and local taxes paid by them.
The rebate amount varies by income level and number of exemptions, ranging from $5 to
$375. For 1987 and subsequent years, to compensate for changes due to TRA, taxpavers

65 and over are allowed two extrs exemptions in addition to the federal amounts.

Low Income Food and Medical Tax Rebate.—For 1986, 1987 and 1988 tax years the food
and medical rebates were suspended and a special low income food and medical payment
of up to $52.50 per allowed exemption provided. For 1986, the full amount of $52.50 was

allowed. For 1987 and 1988 tax years, the credit is phased down by modified gross
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income. The elderly and blind are allowed, for this purpose, one additional exemption in
addition to federal amounts. For 1987 the eligibility requirement has also been slightly

inereased, so that more taxpayers will receive a smaller average amount than for 1986.

Medical Tax Rebate.—A rebate equal to the greater of $7.50 per exemption (as
determined for federal income tax purposes) or 4% of expenditures for allowable medical
and dental expenses is available to residents who have been physically present in the State
for six months. This rebate is intended to return to taxpayers the gross receipts taxes
paid on purchases of medical and dental goods and services, whether or not the purchases
were reimbursed by insurance. The rebate is suspended for 1986, 1987, 1988, Beginning in
1989, the medical tax rebate is reinstated and phased out at upper income levels. In

addition "allowable expenses” are restricted to non-reimbursed expenses.

Property Tax Rebate for Low-Income Persons 65 or Older.—A rebate of up to $250 is
available to low income persons 65 or older to partially offset property taxes paid on

owned or rented residential property in New Mexico.

Solar and Wind Energy Credit.—A credit is allowed for 25% of the cost of a solar or wind
energy system installed in a principal residence or business location in New Mexico. The
maximum ecredit amount is $4,000. The credit expired under previous law on December
31, 1985, but was amended to be extended through 1988 with the maximum amount
declining to $2,500 in 1986, $2,000 in 1987 and $1,500 in 1988. In addition, a one year
delay in submitting eredit claims was provided so that the eredit for solar installations
made in calendar year 1926 cannot be claimed until filing the 1987 tax year due April,

1988, and the credit for 1987 will be claimed on returns due April, 1989.
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Solar Irrigation Tax Credit.—A credit is allowed for 25% of the cost of equipment used as
part of a solar energy system for irrigation pumping or stock watering purposes on the
taxpayer's real property in New Mexico. The maximum credit amount is $25,000. The

eredit expires under current law on December 31, 1987.

DATA SOURCES

The computerized PITAEI System contains information from all New Mexico income tax
returns. Summary information from these individual records is provided to Tax Research
at least twice a year. Information is by taxable year and includes data on income,
deductions, exemptions, credits and rebates classified by adjusted gross income and by
taxable income categories. Summaries are run for all returns, returns by filing status,

returns by county, and returns of persons 65 or older.

Although a number of format changes have been made through the years, the basic PIT
statistics are available beginning with the 1973 tax year. However, the numerous federal
and state tax law changes, coupled with inconsistent formating and category definitions,
have made the statisties virtually unusable as a historical time series. Also, there is
considerable "noise™ in the statisties from key entry errors, inclusion of returns that are
kicked into the error file, inconsistent coding of "adjustments” made by the Department,

ete., so caution must be used especially in looking at detailed or specifie provisions.

Personal income data, which underlies the PIT estimate, is available from the FOR-UNM

model, for recent time periods, or from the August Survey of Current Business. The

personal income data series is developed by the U. S. Bureau of Economic Analysis and

revisions of current and past data elements are both fairly frequent and significant.
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METHODOLOGY
The PIT estimates are a combination of two distinet sets of estimates - tax liability and

cash flow.

Tax Liability

Gross tax liability is generally derived by applying a growth factor to the previous year's
liability, adjusted for rate and base changes. This growth faector is the projected change
in personal income times a personal income elastieity factor. Unfortunately, numerous
changes in the definition of both adjusted gross income and taxable income during the past
few years due to federal and state law changes and a shift in the distribution of returns
within the tax brackets have significantly affected the income elasticity of the tax. Some
attempt is made to explieitly adjust for these taxable income base changes, although data
on these deductions and exclusions is often not available at all or is not available on a
timely or state-specific basis. An income elasticity factor of between 1.5 and 1.8 was
used for the previous rate structure adopted in 1978. Under the new 1986 rate structure,

a 1.45 elastieity is assumed.

The "appropriate" personal income measure to use in deriving tax liability is another
consideration. Theoretically the BEA personal income numbers should be adjusted to
more closely reflect reportable income (i.e., adjusted gross income) for tax purposes.
Because of the volatile nature of farm income and the loose relationship it seems to bear
to taxable income of farmers (given their inventory adjustments, loss carryforwards and
carrybacks, ete.), the first adjustment is usvally to exclude farm proprietors income.
Exclusions of transfer payments (which are not taxable) and the addition of personal
contributions for social insurance (which are taxable) are also considered. Also, the BEA

personal income concept does not include realized capital gains but does include imputed
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interest and, to the extent that these behave differently than other income sources, the
personal income numbers will not adequately reflect taxable income changes. Federal tax
changes affecting adjusted gross income, like IRA exclusions, have also changed the

relationship between personal income and AGL

The gross tax liability estimate derived from the personal income and elastieity
caleulation is explicitly adjusted to reflect new or revised deductions or exclusions, such
as the federal marriage penalty deduction, the State's deduction for persons 65 or older,

ete.

Net tax liability is lizbility after rebates and eredits and is derived by subtracting from
adjusted gross liability the total estimated amount of each tax rebate and eredit program.
The estimates for these rebates and credits are generally derived using trend analysis,

although the underlying determinants for each program are also looked at.

Also, some determination must be made of the percentage of gross tax liability and of
rebates and credits that will be reported within the fiscal yvear period. This percentage is
not the same for these two pieces since more of the late-filed returns are high income
returns. The percent of late filed returns seems to be inereasing, in line with national

trends. Shifts in the timing can cause significant estimating errors.

Finally, tax liability under the fiduciary income tax program is added since these receipts
are included in the personal income tax estimate. Fiduciary income tax receipts are
fairly small ($1.4 million for FY '86-'87) and stable and this source is estimated primarily
by adjusting the previous year's amount for rate changes, if applicable. Some increase in

this source can be expected due to TRA.



Cash Flow
The following eash flow factors are estimated to arrive at the fiscal year estimate for net

PIT transfers to the General Fund:

Calendar vear withholding receipts for the tax year being estimated are projected. Based
on historical data, the percent of actual withholding receipts which taxpayers elaim on
their returns is estimated; this claimed withholding is subtracted from liability to derive
"net” final settlements. Notwithstanding the effect of revised withholding tables,
monthly withholding receipts are the best current indicator of the reliability of the PIT

estimates,

Fiscal year withholding receipts are also estimated and added to the net PIT calculation.
When no changes in withholding rates have oecurred, the difference between fiseal year
withholding and calendar year withholding refleects income growth and positively affects
cash flow. Changes in withholding tables can cause substantial cash flow effects
(negative or positive) due to the difference in timing between the acerual of tax liability

and the April 15 cash settlements.

Recently, tentative payment amounts for returns with no reported liability, and returns
with liability offset by previous tentative payments, have been broken out in the PIT

statisties. A separate accounting for the effeet of these returns must be made.

Typieally, a small but growing amount of revenue is collected each fiscal year which
represents previous years' net liabilities, This amount is estimated and added to the fiscal
year total. Federal policies on automatic extensions, the interest rate for late payments

and processing schedules within the Department are the most significant factors affeeting
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this estimate. A recent federal report indicated that a growing percent of returns are
filed late - in 1980, 96% of returns were filed by April 15, whereas in 1984, this had

dropped to 92%.

Finally, changes in the balance in the PIT suspense fund at the close of the fiscal year
contribute to the cash flow for the fiscal year. Department policies with respeet to PIT
suspense balances are reviewed and known plans for increasing or decreasing the ending
balance for the fiscal year are incorporated into the estimate. Generally changes in the
PIT suspense fund balance are not based on "known plans" but refleet processing

considerations that arise late in the year.
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Reconeiliation of 75th FY PIT Revised Estimate/Actual

December FY
Estimate Actual
Gross Liability 206.3 214.5
Plus: Fed. TRA (est.) 2.5 10.0
Less: Other Credits 2.0 1.5
Adjusted Liability 206.8 223.0
Less: Rebates & Credits
Food
Mediecal
LICTR 11.0 9.8
Low Inc. Food & Med. 14.0 14.8
Property 2.5 2.9.
Day Care o - .3
Solar 0.0 0.0
Solar Irrigation .1 0.0
Total Rebates & Credits 27.8 27.8
CY W.H. Total 197.4 201.3
Less: CY WH Claimed 173.7 177.9
Applied tentatives 12.0 17.7
Pluss FY WH 218.0 223.7
Tentative Payment 15.5 25.5
Prior Year*® 3.3 3.3
Fidueiary 1.4 1.4
Change in PIT Sus. (1.0)
Plus: Unexplained = (11.4)
Net to General Fund 231.7 241.1
1985 as of 1985 as of
7-15-86 11/19/87 Change
*Prior Year: Adj. Liability 165.3 197.1 +31.8
Withholding 136.0 150.9 -14.9
Tentatives
Claimed 9.1 16.8 =g
Rebates 103.8 111.7 -8.1
FY Tentatives 14.9 17.1 +2.2
Net Change 3.3

The FY actual is higher in almost all respects than projected. The number of returns
received as of June 30 seemed to be significantly lower than the previous year with the
largest drop in "out-of-state" filers. Most of the remaining decline can be attributed to

the alteration in standard deduction and personal exemption amounts. Withholding
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eollections, however, held up to estimates implying the differences was not in wage and
salary income. The amount of withholding "unclaimed" continues to increase (1983-$4.9
million, 1984-$3.7 million, 1985-$4.7 million and 1986-513.0 million as of 12/3/87). This
discrepaney is discussed later. The continued shift to late-filed payments plus the greater
tentatives will hopefully result in greater prior year amounts in the 76th FY. It also
seems that the calculation of prior year payments is too low. Prior year amended returns,
audits, ete. should contribute some cash as the relative level of personal income taxes
grows. If the change in PIT suspense from this activity could be determined, it might
explain the difference. The "unexplained" category has become worrisomely large. As
much as $7.2 million of the difference seems to be refunds and rebates claimed from
years prior to 1985. This however, leaves $4.2 million in negative tentatives and final
settlements unexplained. The 1986 reconeciliation "unexplained™ amount was $4.9 million,
suggesting that the precise phase offset between money received (and reported on RS-1)
and returns processed and reported on the PITAEI statistics are causing a problem. As of
7/03/87 approximately 7,444 returns were in inventory or in the edit error file and 2,212
refunds were awsaiting processing. The comparable numbers for 1985, tax year were

27,738 and 4,145. More work on this effect is needed.
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Reconciliation of Basic Assumptions For PIT

Adjusted Non-farm

Personal Income Change Estimate Actual
1983/1982 6.1 6.25
1984/1983 9.2 9.9
1985/1984 6.1 6.4
1986/19835 3.2 2.7

Number of Returns

Tax Year: 1983 1984 1985 1986
6/30 597.0% 596.1 598, 9% 594.5
Final G01.9 627.6 £46.5 619.2 (Dee.)
% 99.2 95.0 92.6 97.1

» estimated at 30,000 more than reports due to key punch backiog.
*%#  probably 20,000 more reports awaiting processing.

Profile of Tax Returns 1984-1986

Final 1984 Final 1985 December 1986
No. %Change  No. %Change No. % Change
Total Returns, AGI 627,584 4.2 646,315 3.0 619,247 (4.2)
Joint & Head of House. 383,538 2.8 393,408 2.3 379,431 (3.6)
Single 239,088 6.6 248,312 3.9 235,264 (5.3)
65 or Over 98,023 5.7 101,726 3.8 7,165 (4.3)
LICTR 100,454 (3.3) 101,530 1.1 108,831 r
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Estimates for the T6th and 7Tth Fiscal Years - December, 1987 (tax year in parenthesis)

75th (1986) 76th (1987) 77th (1988)

(Actual) (Estimate) (Estimate)

Fiscal Year Combined Liability* 222.3 220.9 280.9
Plus: Federal Tax Reform 10.0 40.0 _4.6
Adjusted liability 232.3 260.9 285.5
Less: Non-refundable credits 1.5 1.5 1.4
Less: Refundable eredits and rebates

Food-total -

Medical-total g

LICTR-regular 9.8 10.0 9.6

LICTR-food and medical 14.8 16.5 17.0

Property 2.9 2.9 2.9

Day Care 3 3 .3

Solar 0.0 2.5 2.4

Solar irrigation 0.0 «l ol

Total rebates and eredits 27.8 32.3 32.3

Net Liability 203.0 227.1 251.8
Less: Claimed Withholding

(88% of total) 177.9 203.5 235.2
Less: Claimed Tentatives** 0.0 0.0 0.0
Plus: Prior Year Payments (est.)*** (8.1) 4.0 2.5
Plus: Fiscal Year Withholding 223.7 249.8 270.4
Plus: Fiduciary 1.4 1.5 1.5
Plus: Change in PIT suspense (1.0) - =
Net PIT to General Fund 241.1 278.9 291.0
Non-Recurring**** 45.0
246.0

Reported to LFC as ***** 280.0 247.0

* Inecludes established liability from filed returns plus unclaimed tentative payments. This
is a slight change from previous practice, where total tentative payments were shown
here and claimed tentatives below. This new practice replicates the methodology of the
base estimate.

#* See change at *.

*#* This is not a verifiable number under the current accounting system. It is derived as
a residual. Approximately $4 million in extra aceounts receivable will be eccllected in
1987-88 from the 1986 tax year. However, the 1986 trend to file for old refunds and
rebates will continue.

**** The amount of the estimate for suspension of rebates is to be considered as non-
recurring revenue.

*#3%* The discrepancy arises from small modifications in several components of this
estimate after the time of presentation to LFC.
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Details of Estimates

Gross Liability

FOR-UNM Personal Income Estimates: the current BEA revisions show 1986 total
personal income at 16.894 ($billion) up 3.9% from the revised 1985 amount. This growth
parallels the growth in wage and salary disbursements of 2.8%, with much stronger growth
in proprietor's income (9%) and slower growth in dividends, interest and rents (-.8%). The
latest revisions sharply increase this latter component. For 1987 and 1988, a significant
improvement in the growth of all of these income components is projected, with

dividends, interest and rent income showing the greatest relative strengthening (+7.4% for

1988).
~ September, 1987 FOR-UNM
1985 1986 1987 est 1988 est 1989 est
Total Personal Income 16.266 ~ 15.968 17.465 18.314 19.382
- Farm Proprietors .181 .181 .281 .298 .296
- Transfer Payments 2.558 2.714 2_826 3.033 3.258
+ NM Soc. Sec. minus Res Adj L7086 . 733 .738 . 730 .832
14.233 14.806 15.091 15.773 16.660
% Change From Previous Year 4.0% 1.9% 4.5% 5.6%

Beginning in 19856, the New Mexico tax rate structure was substantially changed so that
there is no history of its actual performance. However, in order to assess its likely
performance, both the 1984 and 1985 tax files were rerun using the 1986 tax structure.
These files were then adjusted to reflect the delayed payment of taxes for 1984 due to
amnesty and the "normal" delay for 1985 due to extensions. Unfortunately the magnitude
of these adjustments significantly influences the elasticity factor, providing little
confidence in the derived number. Until better information is available, we assume a 1.45

elastieity.



Derivation of Gross Liability - use "base”™ for 1986 of 236.7 which is September actual of
238.7 plus $5 million in additional late payments plus £3 million in unclaimed tentatives
less 510 million from capital gains realization. A 94% fiscal year factor is implied from
this. This is a strengthening of fiscal year versus calendar year receipts which reverses
the trend over the past few years. There was, however, a very large increase in tentative
payments paid versus claimed. The reality of high state interest rate on late payments
has, presumably, entered the awareness of taxpayers. On the other hand, the massive
changes wrought by TRA will probably encourage late filing. Use combined liability plus
unclaimed tentatives of 91% on a fiseal year basis ifor 1987, and 92% for 1988, as

confusion over TRA eases.

CURRENT ESTIMATE SUMMARY
1987
Growth in Combined Liability = 1.40x1.9= 2.8

1.028 x (246.7 - 10.0) = 243.3

Plus Tax Reform Tax Act (adjusted) 47.2

Adjusted tax ete. 290.5

Less: Correction to TRA Estimate -3.8
from Capital Gains Shifting 286.7

Fiscal Year Liability = .91 x 286.7 = 260.9

1988

Growth in Combined Liability = 1.45 x 4.5 = 6.5

1.065 x 286.7 = 305.3
+ 1988 TRA = 5.0

310.3
.92 x 310.3 = 285.5



Federal Base Changes:

For 1987 and 1988, the federal tax reform changes apply. A separate analysis of these
changes (see Tax Research paper #19) estimates the 1987 tax year impact at $48.9
million; 91% of this would be the fiseal year impact. However, legislation passed in 1987
provided some relief to 65 and over taxpayers ($1.6 million on a fiscal year basis, 1.7 for
the whole year). One further adjustment is necessary for 1987. Shifting the presumed
underestimate of capital gains realization into 1986 in response to TRA affeets 1987
capital gains realization estimate, If the 1986 amount was shifted $5 million then this
adjustment is 60 x (5.0-2.5) = 3.8 (further reduced by 91% assumed fiscal year factor).
The remaining?ﬁ million capital gains effect is assumed to have been one-time sales to
create a higher basis, and was not shifted. Adjusting the estimate by these amounts gives
$40 million for 1987: (48.9 - 17.7 - 3.8) x .91 = $40. Further gains from TRA expected for
1988, consist of approximately $5 million due primarily to phase-in of passive loss and

consumer interest limitations.
Non-refundable Credits
There is a subtie difference between non-refundable credits claimed and non-refundzable

credits allowed.

Non-refundable Credits

1984 1985 1986
Tax Liability Before Credits 163.3 166.3 224.5
Other State Credit 1.4 1.4 1.8
Solar Capital Investment .09 .04 -007
Geothermal .002 .008 .004
Cultural Properties .010 .09 175
Tax Liability after eredits 162.2 165.3 223.0
Total Credits 1.3 1.6 2.0
Total Allowed Credit 1.1 1.0 1.5

Mote: Data refers to Fiscal Year.
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Assume 1987 total allowed credit of 1.5 million, and 1988 credit of 1.4 - as taxpayers

working out-of-state either become reemployved in New Mexico or permanently emigrate.

Refundable Rebates and Credits

Food Rebate
No. of Returns (thru June) Rebate Amount

Total Food % Total Ave.
1979* 515,162 443,726 .861 49,131.1 124.6%
1980* 545,309 470,346 .863 51,507.8 123.20*
1981 565,105 489,182 .B866 59,617.3 121.87
1982 571,086 496,145 .869 60,521.4 121.98
1983** 587,374 513,382 .B74 62,465.5 121.67
1984 598,129 521,862 875 62,680.1 120.10
1985 598,887 528,009 .881 63,148.5 119.60
1986 suspended i = = = =
1987 suspended e = = = =
1988 suspended

*  Adjusted for rate change.
** Estimated at 98.5% of Mov. totals. As of June 30, 1984 a key-entry backlog of
approximately 30,000 PIT returns existed, so June 30 statisties are invalid.

Medical-Dental Rebate

No. of Returns Rebate Amount
Final Per Exemp. 4% Per Exemp. 4%
1977 332.5 85.2 4,697 3,572
1978 328.7 101.5 4,582 4,483
1979 352.4 107.0 4,825 5,181
1980 361.9 123.6 4,908 6,443
1981* 389.1 109.1 7,902 6,835
1982 389.7 118.9 7,889 8,437
1983 386.4 127.0 7,784 9,821
1984 386.4 145.0 7,750 12,050
1985 394.8 133.3 7,801 11,278
1986 suspended o - = =
1987 suspended = - = - =
1988 suspended - - 2 -
* Inerease in per exemption amount from $5 to $7.50

Y



Low Income Food and Medical Rebate

For 1986, all taxpayers eligible for LICTR were allowed $52.50 per exemption for the new

rebate.

For 1987, the law has changed to phase out the low income food and medical rebate from
$52.50 to $0 at $12,000 MGI for married filing joint and heads of household or at $8,000
MGI for single taxpayers. The 1987 change holds the blind and elderly harmless for TRA

change in allowable exemptions.

Low Income Food and Medical Rebate

Amount
No. Returns ($Millions) Avg. Amount
1986 107,183 14.8 138.10
1987 145,000 16.5 113.00
1988 150,000 17.0 111.00

» Amount from SB-653 FIR, was 16.4 for 1987, 16.7 for 1988. The slight revisions is
due to more recent information.

Low Income Comprehensive Tax Rebate

A mount

LICTR No. of Returns ($Million) Avg.
1978 95,865 9.0 93.77
1979 83,167 7.0 84.13
1980 80,158 B.5 80.83
1981* 101,342 10.4 102.47
1982% 103,178 10.5 101.67
1983 105,419 10.4 48.37
1984 98.467 9.8 99.02
1985 98,500 9.8 99.02
1986 107,196 9.9 91.89
1987*+ 105,000 10.0 895.00
1988 102,000 9.8 94.00
- Major revision of table

- 1987 - Increased number of filers reflects the faect that Schedule PIT/RC must be
filed to elaim the food and medical rebate.
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Property Tax Rebate -

Amount
Year ($Million
1977 1.14
1978 1.25
1979 1.24
1980 1.26
1981 1.90*
1982 1.99%
1983 2.17
1984 2.22
1985 2.30
1986 2.9
1987 2.9
1988 2.9

*  revised by 1981 Legislature
*+* Hold constant for 1987 and 1988. Reappraisal will be done again in 1988.

Child Cay Care Credit

No. of

Returns Gross Fed. Credit* State Credit
1981 2260 . 780 .352 .428
1982 2058 « 133 .403 .328
1923 2750 .220 .500 .480
1984 1930 673 .448 -226
1985 1840 .676 .437 .238
1986 1860 .709 .433 273
1937** 1900 .722 .433 .289
1988 1800 .693 L4186 271

*  State credit must be reduced by allowable federal child care credit

** 1987-Only one, 93% of 1986 return claims were processed in the fiscal year. Expect
this pattern to continue. Federal base changes will result in higher AGI, henece lower
federal credit percent (use 24%).
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Solar and Wind Energy Credit

Amount
No. of Returns ($Million) Average
1975 23 = -
1976 72 - -
1977 202 .09 -
1978 303 15 =
1979 397 .22 -
1980 68635 .40 -
1981* 3,373 3.32 984
1982 4,383 4.94 1,077
1983%# 5,600 6.42 1,147
1984 7,092 8.73 1,230
1985 8,940 11.0 1,230
1986 suspended for 1 year with delay
1087+++* 2,000 2.5 1,250
1988 2,000 2.4 1,200
198 g% k=% 2,400 2.6 1,100
* major revision in law
ks estimated at 97% of Nov. amounts

ok 1987 estimate based on analysis by Polydyne, Ine. of likely eredit elaims with no
federal credit.

*=** 1989 estimate includes likely promotion effects during the final few months of
1987.

Solar Irrigation Credit

Almost all of the old 100% elaims have run their course; very few new ones being filed;
allow $100,000 per year.
Monthly Amount in §Millions

Withholding Tax

1985 1986 1987 1988 1389

February 13,235 15,657 19,115** 22,593%%* 23,151
March 12,940 14,657 13,025 22,507 23,087
April 12,938 13,434 18,245 22,412 22,975
May 11,382 11,259 18,104 20,717 21,480
June 14,052 15,521 19,528 23,328 24,022
July 14,207 14,338 21,304 23,10p>%x**
August 12,354 17,170* - 19,008 20,911
September 12,541 19,135 18,686 21,326
Oetober 13,229 19,593 19,248 22,245
November 10,927 17,529 17,848 20,389
December 14,859 19,912 20,431 23,205
January 12,995 23,045 21,436 24,301

Total 155,659 201,250 231,239 267,241
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Withholding Tax Table (Cont.)
Notes:

¥ New withholding table-average increase of 47% plus W & S growth

piie New withholding table = average increase of 36% plus w & s growth

***  New withholding table = one fewer $2,000 exemption per wage earner. Average
12% more withholding above baseline from February, 1988 until June, 1988.

**** Anticipate readjustment of withholding allowances to correct overwithholding.
Use 9% over baseline for fiscal year.

Wage and Salary Growth (September, 1987, FOR-UNM)

Quarterly (PCYA) Quarterly (PCYA) Quarterly (PCYA)
863 2.0 873 2.6 883 4.2
864 1.2 8ig 4.1 884 3.9
871 .0 88, 5.5 89, 4.9
879 1.8 889 4.3 899 5.5

Total Hit_hholdigﬂ

Calendar Amount Piscal Amount
Year ($Millions) Year ($Millions)
1988 201.3 1987-88 249.8
1887 231.2 1988-89 270.4

1988 267.2

Claimed withholding - based on recent trends, the withholding claimed on returns
processed through June averages approximately 85 to 90% of total calendar year
withholding. Assume 88% for both years.

231.2 x .88 = $203.5 million elaimed withholding estimate for 1987 calendar year.

267.2 x .88 = $235.2 million claimed withholding estimate for 1988 calendar year.
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75th FY Quarterlies, Estimate vs. Actual

75th FY Bstimate Q4 Qa Qq Qs Total
Withholding 50,645 57,240 58,245 51,895 218,000
Final Settlements 4,730 18,250 10,130 41,065 74,200
Refunds, TAA* -0- (465) (400) (335) (1,200)
To PIT Suspense (13,500) (15,000) (31,500) 0 (60,000)
From PIT Suspense
Net Refunds 3,710 1,290 7,000 12,000 24,000
Rebates & Transfers** 5,860 1,710 25,000 3,430 36,000
Total 9,570 3,000 32,000 15,430 60,000
To General Fund 41,875 60,025 36,475 92,625 231,000
Withholding 50,643 57,034 60,185 55,877 223,739
Final Settlements 4,399 14,663 16,655 61,272 96,992
TAAZ (376) (15,000) (249) (9335) (2,021)
To PIT Suspense (13,465) (15,000) (41,500) (7,677) (77,642)%=*-
From PIT Suspense
Refunds 3,708 1,519 12,841 23,482 41,550
Rebates & Transfers 5,859 1,359 17,054 11,840 36,112
Total 9,603 2,878 29,895 35,322 77,662
To General Fund 41,201 56,237 35,091 108,538 241,067
76th FY Quarterlies, December, 1987
75th FY Bstimate Q1 Q2 Q3 Q4 Total
Withholding 59,000 57,800 65,500 65,100 247,400
Final Settlements 6,220 14,700 17,940 67,340 106,200
Fiduciary Net 150 250 130 870 1,400
Refunds, TAA* (280) (350) {170) (700) (1,500)
Net Receipts 65,090 72,400 84,400 134,010 355.900
To PIT Suspense {2,300) (20,000) (54,700) {0) (77,000)*=*
From PIT Suspense
Refunds 4,670 1,690 13,560 24,080 44,000
Rebate & Transfers** 790 680 15,600 15,930 33,000
Total 5,460 2,370 29,160 40,010 77,000
To General Fund 62,790 52,400 29,700 134,010 278,900
- Net: these are basically prior year return withholding refunds: also includes warrant

cancellations and returned checks as well as FID refunds.
**  Only includes rebates where a warrant is cut; other rebates are reflected as reduced
final settlements. Ineludes previous tax year elaims.
*** Includes (1,000) increase in suspense fund balance and 1,020 decrease due to warrant

cancellations.
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Personal Income Tax: Risks to the Forecast

Because of a multitude of recent changes in both

federal and state tax laws, there is

greater uncertainty than ever before in the estimation of personal income tax revenues

for the 76th and 77th and to a lesser extent, the 78th fiseal years. These changes and

uncertainties are as follows:

1)

2)

Due to change in rates, brackets, personal exemptions and zero brackets amounts
effective for the 1986 tax year and the suspension of the rebates, the average
tax rate on gross liability increased from 2.4% to 4.2%, and on net liability after
rebates from 1.0% to 3.7%. Approximately 63,000 taxpayers were relieved of
tax liability. However, the relationship of change in revenue driven by change in
personal income is now substantially unknown. Extensive modeling on the base
of the 1986 filed tax returns will be done as soon as possible. This will allow

some measure of confidence in the use of an assumed elasticity coefficient.

The federal tax reform act thoroughly overhauled the tax base and tax burden of
the federal structure and by extension, the state structure. People alter their
economie behavior in response to changes in tax law. For instance, there is
substantial anecdotal evidence that taxpayers realized capital gains in late 1986
to take advantage of the low effective tax rates on capital gains. There is also
statistical evidence that deductions, including that for state income tax paid,
were accelerated into 1986. Forecasting risks stem come about from the sparse
income and deduection data an unknown behavioral response, and state legislative
aetion, which provided some relief for 85 and over or blind taxpayers and LICTR

elaimants.



3)

4)

5)

In response to TRA and the high (15%) state interest rate on underpayments,
more money than ever before was received as "tentative payments". $235.5
million was received for 1986 tax year returns, $17.0 for 1985 and $12.2 for
1984. There is significant debate on how to treat these tentative payments: i.e.,
which portion to apply to creating an estimating base ($17.7 million of the 25.5

was claimed within the fiscal year, leaving §7.8 million to eross the fiseal year.)

Changes in the W-4 methodology were sparked by TRA and by long standing
inaceuracy in the treatment of two-wage taxpayer groups. Basically, the new
form provided a "special allowance" for one-wage single or married filers, and
forced a movement away from the traditional "rules of thumb" for determining
tax liability. Taxpayers were also expected to anticipate the effect of TRA on
the tax deductions and gross income. Statistically, taxpayers were somewhat
conservative in their response. The net effect of W-4 changes is an increase in
withholding revenue of about $2.5 million. This increase has been treated as a

change due to the January, 1987 withholding table change.

Changes in withholding tables and withholding table methodology have caused
chaos in revenue estimation. The tables were changed in July, 1986, in July,
1987 and will be changed again in January, 1988. An assumed 40% increase (plus
growth in wages and salaries) from the July changes came in at 49%. The
assumed 24% increase in withholding revenue for the January, 1987 changes was
also under estimated (33%). We have proposed and implemented a change to
align with the federal withholding methodology. This realignment will be
published in the tables for January, 1988. In the absence of changes in claimed

withholding allowances, every wage earner will be taxed on $1,950 more wage
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and salary inecome (except, of course, those claiming zero allowances). After
final filing in 1988 of 1987 returns, people will undoubtedly alter their claimed
withholding in response to the net effect of TRA on each individual's tax
situation. This methodology change will generate an estimated 14% more
revenues unless major revision of W-4 allowances occurs. To account for the

revisions, a 9% figure is used in the estimate.

6) Suspension of the rebates for most taxpayers has caused an interesting increase

in the number of low-income rebate claims. The average claim is less, however.

7) Similarly, in response to statewide revaluation, the number and dollars claimed

under the property tax rebate inereased.

8) An unknown number and dollar amount of solar rebate elaims will be presented.
The loss of the federal eredit devastated the marketing of active solar systems
and the delay in making claims will have an unknown effect on the number and

amount of claims.

Some of this uncertainty will be addressed with more modeling work and review of the

state and federal tax information tapes, but large elements of uncertainty will remain.

These new uncertainties are added to the uncertainty that has always existed: how will
the state economy perform; what relationship will withholding and final settlements bear
to total personal income; how will revisions in the data base affect the methodology of

prediction and estimation.
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In expanding from a $50 million tax program to a $300 million program there are likely to

be many failures in accurately understanding the way the parts create a whole.

We hope that a few years without major changes will allow us the luxury of applying more

statistical tools to the estimation of this increasingly significant and complex revenue

source.
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6. CORPORATE INCOME TAX

DESCRIPTION

The corporate income tax applies to all domestic and foreign corporations (execept
insurance companies which pay a premium tax, and S corporations which are subject to
individual income tax) which have income from activities or sources in New Mexico and
which are taxable under federal law. New Mexico taxable income is based generally on
federal taxable income with special deduections for amounts nontaxable income under the
federal or State constitution and laws. For taxable years beginning prior to January, 1,
1986 the tax rate is 4.8% of the first $1 million of taxable income, 6% of the second §1
million and 7.2% of excess over $2 million. For tax years beginning on or after January 1,
1986, the rate is 4.8% on the first $500,000 of taxable income, 6.4% on the next $500,000
and 7.6% on income over $1 million. Subject to certain restrictions, corporations may
elect to report their income using one of the following reporting methods: (1) separate
corporate entity; (2) separate accounting; (3) combination of domestie unitary

corporations; or (4) federal consolidated group.

Corporate income tax returns are due 75 days after the close of the corporation's fiseal
year, with up to 6 months of federal extensions automatically accepted. A 15% interest
rate is applied to late filed payments (set in the Tax Administration Aect), so many
corporations file a tentative return and payment on the due date and then file their final
return some months later with a request for refund or final tax payment. Beginning with
tax years starting on or after January 1, 1986 a corporation with estimated tax liability of
$5,000 or more must make quarterly estimated tax payments equal to 80% of its final
liability (or 100% of its previous year's liability). Underpayments of estimated tax are

subjeet to penalty and interest.
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Corporate taxpayers may claim the following credits against New Mexico income tax

liability:

Corporate Child Care Credit.—Effective for taxable years beginning on or after
January 1, 1984, a credit is allowed for certain child care services provided by or paid for
by a corporation for employees' children. The credit amount is 30% of eligible costs, up

to $30,000; unused amounts may be carried forward for three years.

Geothermal Capital Investment Credit.—A credit of up to $60,000 is available for the cost
of tangible personal property used to supply geothermal energy for commereial or private
use. The credit amount allowed is 25% of the cost of the property placed in service in
1983 and 1984, and 20% of the cost of such property in 1985 and 1986. Thereafter the
eredit declines annually by 5% until it is phased out in 1990. Unused credit amounts may

be ecarried forward for up to five consecutive years.

Solar and Wind Energy Credit.—A credit is allowed for 25% of the installed eost of
qualified solar or wind energy systems, up to a maximum of $4,000, used in the taxpayer's
business location. Unused credit amounts may be carried forward for three consecutive
years. The credit was to expire on December 31, 1985, but was extended on a phased out
basis until 1989. However a credit for 1986 solar installations cannot be claimed until

1987.

Solar Capital Investment Credit.—Manufacturers of solar equipment in New Mexico can
elaim a tax ecredit of up to $20,000 for an investment in productive capital used
exclusively for the manufacture of solar equipment. The tax credit is calculated based on
a percentage of the total investment; for 1983, the percentage is 15%; for 1984, 10%; and

for 1985, 5%. Unused credit amounts may be carried forward for up to five years.



DATA SOURCES

The Corporate Income Tax is manually processed by the Corporate Income Tax Unit of the
Santa Fe Distriet Office. Each month a computer listing of tax payments is produced
which shows the corporate name, I.D. number, federal taxable income, New Mexico
taxable income, filing period and amount of tax payment. This listing is available only to
TRD employees due to confidentiality provisions. In addition a report is generated
guarterly listing all estimated tax payments received. Using these printouts, Tax
Research produces a summary listing of all returns with annualized tax payments of
£56,000 or more (taxable income of $1 million or more). These payments are categorized
by major standard industrial classification category (i.e. mining, retail sales, wholesale
sales, ete.). This data provides a rather imprecise indication of major taxpaying industries

and trends; however it does not provide taxpayer specifie or tax period specifie data.

Data on national profit levels is obtained quarterly from the Business Week Corporate
Scoreboard which shows gquarterly and year-to-date profit levels for major national
corporations categorized by industry groups. Miscellaneous artieles on profitability from
the Wall Street Journal, Qil and Gas Journal and other finanecial publications are also
reviewed. Projections of total U.S. corporate profit levels (corporate profits before tax
with inventory valuation adjustment) are provided by the DRI and the Wharton models,

with some sectorial breakdown.

Implementation of an automated records system was promised for March, 1987. A major
problem arose regarding the posting of registrations for corporate subsidiaries. As of
March, 1988, a substantial portion of calendar 1987 records have not been posted to the

master file. Returns processing has also been signifieantly delayed.
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Beginning with 1987 calendar year returns (due Marech, 1988), some information will be
available from this automated system. The estimate prepared in December, 1987 for the

76th and T7th fiscal years was substantially affected by this transition delay.
METHODOLOGY

Reconstruction of Previous Fiscal Year: In prior years an attempt was made using the
corporate payments listing, to detail the previous fiscal vear's corporate tax base by
taxzble income ecategories and selected SIC categories. Tables were prepared
summarizing for each quarter, total tax payments on tentative or final returns over
$42,000 (corresponding to the top 2 brackets) by major SIC category. The reporting period
represented by the payments was also identified since different growth rates are applied
to different reporting periods. Generally, July - Sept. payments are split between
taxpayers filing on a calendar year basis paying late and filers with a June 30 (or other)
fiseal year reporting period; Oct. -Dec. payments are generally from fiseal year filers;
Jan. - Mar. payments are almost totally from calendar year filers, with a large number of
these returns being tentative payments; and Apr. -June pavments are a mix of calendar
year and fiscal year filers. Often one or two extraordinary which may distort the base

payments ($1 to $5 million) are received from things like sales of property.

Net revenues for the 76th and 77th fiscal years (done December, 1987) were estimated in

a substantially different way. This substitute method will be discussed later.

Beginning with the 1986-87 fiscal year the estimates have two distinet pieces. The first is
estimated payments. For calendar year taxpavers, estimated payments in July-Dec should

equal estimated payments actually made in Jan-June of the previous fiscal year. For
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these taxpayers the big unknown is how close these estimated payments approximate final
liability and whether the final payments will be made on time, in March, or late,
presumably in September. Estimated payments in Jan-June represent the next (current)
year liability and should be somewhat related to profitability forecasts. The same
considerations apply to fiscal year taxpayers, although the timing is different and must be

assessed in terms of which State fiscal year it affects.

The second piece is the regular tax liability and payments for corporations not making
estimated payments. For fiseal 1986-87, the first year of estimated payment
requirements, the major consideration is how much ecompliance we get in making

estimated payments.

Shifts in when final payments are made, especially between March and September for
calendar years filers, are 2 major source of volatility in tax collections. While some
attempt is made to adjust for this, there is really no simple explanation, like real interest
rate charges for late payments, that seems to fit. The application of operating loss
carryback's against prior year payments also contributes signifieantly to the volatility of

net receipts, by magnilying the effect of business eyeles.

Refunds by quarter are also listed and some attempt is made to identify major refund
recipients and the reason for the refund (loss carrybacks due to recession, corporate
restructuring, court decisions, ete.) No data is readily available on refunds; conversations
with the processing staff about specific large refunds, outstanding loss carrybacks, ete.

are relied upon to provide a more educated guess about refund amounts.
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Reconciliation of 75th fiscal year Estimate against Actual Net Revenues

(Millions)
Gross Payments Refunds Net

Estimate Actual Estimate Actual Est. Actual

75th Fiscal Year
Q1 25,940 25,940 885 8835 25,053 25,055
Q2 18,000 21,427 5,000 4,095 13,000 17,332
Q3 13,560 37,154 3,115 2,140 10,4435 35,014
Qs 16,500 23,221 5,000 1,433 11,500 21,738
74,000 107,746 14,000 2,603 60,000 899,139

76th and 77th Estimate: Simplified Approach

A major problem in the estimating methodology for corporate revenues was revealed in
the T5th Fiscal Year. Estimated gross payments were $74,000 while actual payments
were $5107,743. Estimated refunds were $14,000 while actual refunds were $8,603.

Overall, the actual net corporate tax collections were 65% over the estimate.

This under estimate was composed of several issues:

1)  Approximately $10 million in unanticipated Palo Verde leaseback capital gains.

2) Asset sales by corporations seeking advantageous capital gains rates (this is
the TRA eifect).

3) Several million dollars in refunds were applied to 1987 estimated tax
payments.

1) Higher compliance levels with corporate estimated tax pavments than
anticipated. First quarter 75th Fiscal Year receipts from the new CIT-8
estimated tax payments were lower than expected. The estimate was revised
downward by $4 million between October and December, 1986 on the
assumption that underlying profitability was weak. In fact, many corporations
filed tentative returns, and fiscal year receipts were only weakly affected by
this complianee (not profitability) problem.

5) The effect of lower oil prices on mining profitability was overestimated. In
fact, prices recovered somewhat in the latter part of the 1986.

6) The corporate franchise tax of $50 per corporation was not included in the

estimate.
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These factors point to the continued difficulty in estimating this revenue source.

76th & TTth Piscal Year Estimates

Until the 1986 and 1987 tax return automated system is fully functional, an interim
methodology has been adopted. A long term trend corrected for Palo Verde leasebacks
and one time accelerated cash flow due to the quarterly estimated tax program has been
used. This method averages increases in the taxable base due to profitability and federal
tax law, as well as the two rate changes in 1983 and 1986. This derived number was
inereased by the TRA estimate and franchise fee.

Net to
Gross Payments Refunds General Fund
($Million) ($Million) ($Million)
76th Base 64.0 10.0
TRA (.4 x 5) 2.0
Franchise _1.4 ki
9.4 10.0 59.4
77th Base 72.2 10.0
TRA (1.0 x 5.0) 5.0
Franchise 1.8
79.0 69.0

Qusrterly Receipts
The transition from a tentative/final pattern to a guarterly estimated patiern has caused

some difficulties. It is assumed that the following now obtains:

uarter Factor
Q .163
Q2 .219
Q3 .380
Qs .238

The first quarter has been corrected to the actual net collection ($12,900) with the

remainder spread evenly throughout the fisecal year.
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QUARTERLIESH{12/87)

T4th Fiscal Year Gross Payments Refunds Aectual
Estimate Actual Estimate Actual Net

=3 11,815 11,815 900 926 10,883

Qs 7,000 10,004 8,600 7,313 2,691

Q3* 35,035 29,414 800 2,520 26,890

Qa** 8,150 10,050 700 2,040 2,009

Total 62,000 61,283 11,000 12,800 43,479

75th Fiseal Year

@ 25,940 25,940 885 B85 25,055
Qg 18,000 21,427 5,000 4,095 17,332
Q3 13,560 37,154 3,115 2,140 35,014
Q4 16,500 23,221 5,000 1,483 21,738
Total 74,000 107,742 14,000 8,603 99,139

Net

76th Fiscal Year Reported

Net to

Gross Payments Refunds Corrected LFC

Estimated ~ Actual Estimated  Actual (1) {1)
€1 14,125 14,125 1,288 1,268 12,857 24,500
Qa2 19,200 7,000 12,200 13,000
Qs 21,800 300 21,000 10,500
Qs 14,275 932 13,343 11,400
Total 69,400 14,125 10,000 1,268 59,400 59,400

1) Quarterly pattern reported to LFC was determined from 75th FY pattern. Large
September, 1986 payments were received as final settlements from tax years
beginning prior to the enactment of the estimated payment program. The numbers
reported here correct that methodological error. The corrected numbers were
transmitted to LFC and DFA but were not incorporated in the estimate.

* Actual excludes PNM payment for Palo Verde of $10 million.

**  Aptual excludes estimated payments for 1986 liability which amounted to $13.6
million, including Palo Verde.

74th Fiscal Year Total = $48,478
10,004

13,600

$72,083
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7. ESTATE TAX

DESCRIPTION

The New Mexico Estate Tax is equal to the maximum credit for state death
taxes allowed under the federal estate tax act. This state credit amount is based on the
value of the federal adjusted taxable estate. The federal government allows certain
deductions or exelusions in determining the adjusted taxable base and any changes in

these deduetion or exelusions automatically affect New Mexico's estate tax receipts.

The Economie Recovery Tax Aet of 1981 (ERTA) made two major changes in the dedue-
tions or exclusions allowed for estate tax purposes which will dramatically reduece the
payment of estate taxes at the national and the state level. The first change provides for
an unlimited martial deduction for estates of decedents dying after December 31, 1981.
This means that all assets transferred to one's spouse at death will be completely free of

estate faxes.

The second major change in estate taxes was a six-year phased inerease in the amount of
the unified ecredit, which determines the amount of one's estate which is exempt from
estate taxes regardless of the beneficiary. The ERTA raised the value at which estates

become taxable as follows:

Credit Equivalent
1981 (previous law) £ 47,000 £ 175,625
1982 62,000 225,000
1983 79,300 275,000
1984 96,300 325,000
1985 121,800 400,000
1986 155,800 200,000
1987 and after 192,800 600,000
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The estate tax maximum federal state death tax credit is a progressive amount of the :
taxable estate base ranging from .8% on adjusted taxable amounts of over 40,000 to 16%
on amounts greater than $10,040,000 (see table which follows).

Example:

The following example illustrates how the federal estate tax is derived and how the New

Mexico tax liability is determined from the federal eredit amount.

Ms., White a resident of Colorado dies in 1984 leaving a gross estate of $1,500,000, of
which $500,000 is property in New Mexico. She leaves all of the estate to her child. Her

estate taxes would be as follows:

Gross estate $1,500,000
Less: Administrative expenses 100,000
Taxable estate 1,400,000
Federal Tax before unified eredit 512,800
Less: unified eredit 96,300
Total Federal and State estate taxes 416,300
Less: State estate tax credit 58,000
Federsal estate tax 358,500
New Mexico estate tax - 33% of state estate tax credit 19,331
Colorado estate tax - 87% of state estate tax credit 38,689

The estate tax is due nine months after the date of death, with up to twelve months of
federal and state extensions granted. Estate tax returns are processed by the Special

Procedures Bureau of the Revenue Division.

Effective July 1, 1983 the Taxation and Revenue Department ecan accept
"acceptable works of art" in an amount not to exceed $100,000 per year as a
credit against estate tax liability. The Museum of New Mexico determines "accepta-

bility". Laws 1987, Chapter 164 increased the $100,000 limit to $5,000,000.
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DATA SOURCES

Very little data is readily available from the estate tax returns since they are manually
processed and filed. Taxpayers file a copy of their federal estate tax form (Form T706)
and a New Mexico form (ETA-1). According to Special Procedures, approximately 2,000
to 2,500 returns are processed annually (some of these are no tax due returns filed to
receive 3 settlement certificate). The number of liability returns is roughly constant

(with negative trend).

Calendar Number of Amounts
Year Returns ($Thousands)
1984 373 3,256
1985 363 5,277
1988 325 5,043
1987 276 4,485
1988 est. 232 4,553
1939 est. 282 4,553
METHODOLOGY

Estate tax receipts are quite volatile depending on the timing and magnitude of payments
from large estates. Basically a trend estimate is used, with some adjustments made for
the federal base changes (some increase in the exemption amount has occurred over the
past several years, so it is partially reflected in the trend). Also, some adjustment may
be done for very large estates. The 1987 change in law allowing art aceceptanee in lieu of

cash will undoubtedly result in deereased revenue to the General Fund.

Estimates for the 75th and 76th Fiseal Years - ($Millions)

70th Tlst 72nd T3rd T4th* 75th est** 76th est™* TTth est.

$3.7 $4.7 $3.0 $3.9 37.7 £3.4 4.5 54.6

* T4th -- Settlement of one exceptionally large estate accounted for about $2.5 million
of total.

** 75th & 76th - Use "base" estimate of $4.5 million which assumes some large
settlements each year. This has been adjusted downwards by $1.5 million estimated
art acceptance.
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QUARTERLIES
There is no discernable pattern. Assume actual first quarter equals remaining quarters
for 76th fiscal vear:

Q1 Q2 Q3 Q4 Total

1,270 1,075 1,075 1,080 4,500

A slightly more conservative number was reported to LFC prior to this final analysis:

Q1 Q2 Q3 Q4 Total
1,270 910 910 910 4,000
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STATE DEATH TAX CREDIT FOR ESTATE TAX

The following state death tax credit table applies to estates of decedents dying

after 1976.

Adjusted Taxable Estate* Of Excess

From To Credit = +. % Over
0 $ 40,000 0 0 0
$ 40,000 90,000 0 0.8 $§ 40,000
90,000 140,000 $ 400 1.8 90,000
140,000 240,000 1,200 2.4 140,000
240,000 440,000 3,600 3.2 240,000
440,000 640,000 10,000 4.0 440,000
640,000 840,000 18,000 4.8 640,000
840,000 1,040,000 27,600 5.6 840,000
1,040,000 1,540,000 38,800 6.4 1,040,000
1,540,000 2,040,000 70,800 7.2 1,540,000
2,040,000 2,540,000 106,800 8.0 2,040,000
2,540,000 3,040,000 146,800 8.8 2,540,000
3,040,000 3,540,000 190,800 9.6 3,040,000
3,540,000 4,040,000 238,800 10.4 3,540,000
4,040,000 5,040,000 290,800 11.2 4,040,000
5,040,000 6,040,000 402,800 12.0 5,040,000
6,040,000 7,040,000 522,800 12.8 6,040,000
7,040,000 8,040,000 650,800 13.6 7,040,000
8,040,000 9,040,000 786,800 14.4 8,040,000
9,040,000 10,040,000 930,800 15.2 9,040,000
10,040,000 = .......... 1,082,800 16.0 10,040,000

*The adjusted taxable estate is the taxable estate reduced by $60,000.
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8. OIL AND GAS TAXES

DESCRIPTION

0Oil and Gas School Tax and Conservation Tax

For the oil and gas school tax and the conservation tax, the tax base is the sales value less
federal, state and Indian royalties and the cost of trueking oil to the nearest market. The
royalty deduction for gas is approximately 10% of sales value, while the combined

deduetion for trucking and royalties for oil is also around 10%.

Tax rates are 3.15% for the oil and gas school tax and .138% for the conservation tax (7%
goes to the General Fund). Note that the conservation tax also applies to coal and

uranium.

Taxes are due on the 25th day of the second month following the end of the month in
which sales oceur, so that the sales month period corresponding to the fiseal vear is May-

April.

0Oil and Gas Severance Tax

For oil, the severance tax base is the same as the school tax base and the rate is 3.75%.
Natural gas is taxed at a unit rate of $.163 per mef, except that gas produced from
certain new wells is subject to a value tax imposed at a rate of 3.75%. The volume

attributable to state, federal and Indian royalty shares is deductible.

Taxes are due on the 25th day of the second month following the end of this month in

which sales ocecur,
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Naturzal Gas Processors Tax

The tax base is the sales value of produects processed, and the rate is .45%. Taxes are due
25 days following the end of the sales month, so the sales period corresponding to the
fiscal year is June-May. Most natural gas must be run through a processing plant to
remove impurities and to recover by-products, but the proportion of gas sales processed in

New Mexico used in revenue estimating is recomputed each year.

DATA SOURCES

1. Monthly reports on production volume, value, deductions and taxes paid (by
county) produced by the Oil and Gas Section, Revenue Proecessing Division.
Reports are updated every month, so that revised reports may be obtained on
an "as needed" basis, in addition o the initial report which is antomatiecally
distributed to TRD and DFA analysts.

2. Monthly produetion and pipeline take reports of the Oil Conservation Division,
Energy and Minerals Department.

3. Monthly reports on natural gas produetion by NGPA category, prepared by the
Oil Conservation Division.

4, Qil and Gas Journal, Wall Street Journal, other periodicals.

5. Special reports by investment houses and others.

6. EMD staff and industry representatives. The OQil Conservation Division of the
EMD now has a gas marketing specialist who may provide helpful.

1. Qil price postings of major and regional refineries.

8. Other periodic reports by TRD: Annual land ownership analysis, summaries of
collections, ete.
9. DRI forecast chapter on Energy.
10. Energy specialists in other state governments, notably Texas (Comptroller's
Office) and California (Energy Board).
METHODOLOGY
Revenue estimating methodology must take aeccount of the rapid changes which are
occurring in the oil and gas industry. For this reason, the methods of forecasting
production taxes on these minerals change from year to year. The following discussion

indicates how the forecast for the 76th and T7th fiscal years was derived.
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Qil Sales Volume

A new oil production model has been developed for inclusion in the FOR-UNM model. For
the time being, the model will be tracked for accuraey and compared with the traditional
foreecast, which continues to be based on extrapolation of recent trends. This practice is
somewhat justifiable because oil production levels at present are determined largely by
supply side considerations - that is, at any given price established by the world market
New Mexico can sell all the oil it can produce for that price (demand is perfectly elastie
at the given price). Generally, the short run supply response to price changes is rather
limited because most oil produced in the forecast period comes from wells which are
already in production at the beginning of the period, and once in production, wells are
unlikely to be shut in because variable costs are only a small portion of total costs. For
the current year, the forecast calls for a decline of around 7% from the prior year's
taxable level of 73.7 million barrels, or 69 million barrels. Next year, a further decline of
6% expected, yielding a production level of 65 million barrels. This forecast is somewhat
higher than the FOR-UNM forecast, which ecalls for production of 66.7 million barrels in
the period April, 1987-March, 1988 and 60.7 million barrels in the following 12-month

period.

Qil Prices

No models have been developed to forecast either gas or oil prices. Short term oil prices
are largely determined by the international market, which is heavily influenced by the
reactions of the OPEC cartel to changes in the demand for oil and supply conditions in
‘non-OPEC nations. Current and projected inventories appear to have some influence on
pricing policies, but given the extent to which prices have been manipulated, it is doubtful
that a mathematical relationship could be established. For the current year, actual year-

to-date prices are consulted but because of the lag in the tax reporting system, these are
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several months behind. Up-to-date prices may be estimated on the basis of posted prices.
Projections for the remainder of the current year and for the upcoming fiscal year are
based upon a variety of sources--the DRI forecast, forecasts of other oil producing states,

Wall Street analysts, and spot market trends.

The actual average oil price recorded in the first quarter of the current fiscal year (May-
July, 1987) was $18.07. After peaking in July near the $19-$20 level, prices lost ground
somewhat toward the end of August, and again in September with an uptick in October.
Adjusting for quality characteristies, the average price is expected to be around $18.30 in
the August-October period. In November, further weakening was noted as Saudi Arabia
boosted production in preparation for the December OPEC meeting. Prices are expeected
to fall to around the $17.00 per barrel level in the November-January period, leveling off
more or less at that level through the spring. The average for the four quarters is $17.50.

No specific price trajectory was formulated for next year, because most analysts expect
continued volatility as OPEC meets with mixed suecess in its efforts to pateh together a
production agreement. An average price of $17.50 per barrel was projected for next year,

esgential a no-change seenario.

Natural Gas Sales Volume

The sales volume figures for natural gas continue to follow a highly volatile pattern.
After rebounding to a level of around 926 BCF in FY 1985, production fell for two years
straight, first to 804 in 1986 and then to 661 in 1987. Losses are attributable to a variety
of causes, including elimate (conditions favorable for hydroelectric power generation)
changes in storage patterns, back-out of natural gas by nuclear power plants, and fuel
switching. Of greatest importance, however, was the change in purchasing patterns by
major California utilities away from long-term contaet supplies to spot market purchases.

This change, which was made possible by federal regulatory actions, reduced New }‘Iéxiec
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sales because a disproportionately large share spot market supplies came from Texas and
Oklahoma. Finally, the development of switeh-over capability allowing the diversion of

Canadian supplies from Northern to Southern California also cut into New Mexico sales.

Some of the factors which reduced New Mexico sales to the lowest level in decades were
of a transitory nature, while others will provide more durable and will probably prevent
sales from regaining the trillion cubic foot level anytime in the foreseeable future.
Nevertheless, in the early months of the current fisecal year, considerable gains were
experienced, and in some cases more traditional purchase patterns appeared to be
reasserting themselves. The following forecast is based on a projection of pipeline "takes™
(including pipeline purchases and system-dedicated supplies released for third-party

purchases) on an individual system basis:

Actual Estimated

Pipeline System 1986-87 1987-88 1988-89
EPG & Transwestern(l) 385 515 460
Natural Gas Pipeline(2) 25 25 25
Northwest(3) 45 85 80
Northern Natural Gas(2) 33 35 35
Gas Company NM(2) 20 20 20
Sunterra(4) 50 40 40
Llano(2) 35 35 35

Subtotal 595 735 675
"Gross-Up" Factor .895 .895 .895

Total (approximate) 665 820 760

Notes:

(1) Forecast for EPG and Transwestern is based on the following assumptions:

(a) California demand for the current fiscal year will be 160 BCF over last year's
level of 1753 BCF. Of the increase, 40 BCF represents a return to normal
storage practices (i.e. as much gas will be placed in storage as is withdrawn
over a 12-month period) and 120 BCF represents increased utility demand,
which is largely attributable to a temporary reduction in hydroelectric
supplies. Next year, the hydroelectric situation will largely return to normal.
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Notes (Continued)

(b) Arizona demand will fall by 15 BCF from last year's 90 BCF level, owing to
the backing out of natural gas by increased nuclear power generation.

() The ratio of EPG and Transwestern "takes" to California and Arizona demand
will inerease from last year's .21 level to around .25, which approaches the
prior year's ratio of .27 and represents a return to a more normal situation.
This ratio is approximately that which reestablished itself in the summer of
1937.

(2) Takes are expected to be more-or-less unchanged, with little dramatic change in the
market for these pipelines.

(3) Northwest has announced a poliey change in its utilization of New Mexico supplies.
Volumes represent a return to historic levels, although next year "takes" may fall
off somewhat, owing to replenishment of hydroeleetrie supplies.

(4) Sunterra (Southern Unicn Gathering) may lose some spot market sales with the
reassertion of traditional supply patterns for California market.

It would be difficult to underestimate the uncertainties in the natural gas forecast. Two

of the critical assumptions which underlie this forecast are (1) the tightening spot market

in Texas and Oklahoma will make a return to New Mexico sources of supply (whether
third-party gas or pipeline-resales) more attractive; and (2) the forecast period is too

short to allow completion of the required regulatory steps for dramatic inereases in

Canadian supplies.

Natural Gas Prices

Last year's partial oil price recovery allowed enough headroom in natural gas so that
prices were not compressed to the anticipated level. Aectual prices in the May-July, 1987,
quarter averaged $1.62 with a low of $§1.60 recorded in July. Prices in the August-
October are expected to edge upward, averaging $1.63 per MCF, with particular strength
in October attributable to an early cold spell in the Northeast. Spot market shortages
were already appearing in November, and a winter price spike is virtually assured. The
November-January period should easily average over $1.70 per MCF, (the forecast calls

for 51-.'?3}, but prices are expected to drop to $1.60 in the February-April period. The
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scenario for natural gas prices also seemed reasonable. Therefore, next year's average

natural gas price is expected to be unchanged at $1.85 per MCF.

This pattern presupposes that substantial boosts in Canadian imports above current levels
will not occur in the forecast period. Spot and contract prices appear to be ready to
converge, except for seasonal fluctuations, so a differentiation in the forecast is less
critical than has been the case in the past. Overall, this price forecast is in line with the
predictions of other industry analysts. For example, Cabot consulting group projects
prices of $1.59 for 1988; Donaldson, Lufkin and Jenrette predict average prices of $1.60 in
1987, $1.70 in 1988 and $1.80 in 1989. Cambridge Energy Associates cited prices of §1.55
- $1.65 this winter and $1.55 - $1.60 next summer. These projections are relevant to the
New Mexico forecast because partial deregulation of the natural gas market has meant

that the market, which was once largely regional in nature, has become truly national.

Carbon Dioxide

Sales of carbon dioxide have stabilized at somewhat over 10 BCF per month. Since this
sales volume is approximately the current processing plant capacity and since further
capacity additions have been postponed, it is assumed sales will remain at this level
throughout the forecast period. Altogether, then, sales volume is expected to equal 130

BCF per year for both years of the forecast.

As oil prices rose, carbon dioxide prices firmed, and currently equal $.51/per MCF. A

price of at least $.50 per MCF is expected throughout the forecast period and should be

easily sustained if oil prices remain at the forecast level of $17.00 - $18.00 per barrel.

-100-



FORECAST FOR THE 76TH AND 77TH FISCAL YEARS (12/87)

Once assumptions regarding volume, average sales price and royalty deductions are
adopted, the estimate of tax collections is mostly a matter of straightforward computa-
tion. As noted, the estimated average oil price is $17.50 per barrel for both fiseal year
1987-88 and 1988-89, Natural gas prices are estimated at approximately $1.65/per MCF
both years. Natural gas production volume was expected to equal 820 BCF in 1987-88 and
760 BCF in 1988-89. Oil production is estimated at 69 million barrels in 1987-88 and 65
million in 1988-89. The tables which follow show the computations for General Fund oil

and gas tax forecasts (tax estimates are in millions < dollars).
Because the oil and gas school tax estimate is prepared by estimating prices and sales

volumes on a quarterly basis, the quarterly tracking pattern antomatieally falls out of the

basie revenue forecast.
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Vol. (million bbls)
Price

Value ($millions)
Deducts (10%)
Taxable

Tax @.0315 ($millions}

Gas;

Vol. (BCF)

Price

Value ($millions)
Deduets (10%)
Taxable

Tax @.0315 ($millions)

Carbon Dioxide:

Vol. (BCF)

Price

Value ($millions)
Deduets (5%)

Taxable

Tax @.0315 ($millions}

Total Tax

A) 0il and Gas School Tax Estimate

1988-89
1987-88 (Quarterly and Annual) (Annual)
1987.3 1987.4 1988.1 1988.2 Total Total
17.5 17.5 17 17T 69 63
18.07 18.30 17.00 16.65 17.50 17.50
316.2 320.3 289.0 283.0 1,207.5 1,137.5
31.6 32.0 28.9 28.3 120.8 113.8
284.6 288.3 260.1 254.7 1,086.7 1,023.7
9.0 9.0 8.2 5.0 34.2 32.2
180 210 250 180 220 760
1.62 1.63 1.73 1.60 1.85 1.63
291.6 342.3 432.5 288.0 1,353.0 1,254.0
292 34.2 43.3 28.8 135.3 125.4
262.4 308.1 389.2 259.2 1B by i 1,128.6
8.3 D7 12.2 8.2 38.4 33.8
32.3 32.5 32.5 32.5 130 130
.90 .50 .30 .50 .50 .50
16.25 16.25 16.25 16.25 63.0 65.0
.80 .80 .30 .80 3.3 3.3
15.45 15.45 15.45 15.45 61.7 61.7
o aad i3 .4 .9 1.9
17.8 19.2 20.9 16.6 74.5 69.7
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B) Natural Gas Processors Tax
Except for a "scale" factor and a one month difference in the activity months
corresponding to the fiscal year, variables for this tax are the same as for the natural gas

portion of the school tax.
The "scale down" factor is used to account for the fact that the value of gas processed in
New Mexico generally falls short of the value produced in New Mexico. Currently, the

"scale" factor appears to be around .95.

Revenues were estimated as follows:

75th PY T6th FY
(1986-87) {1987-88)
Volume {million mef) 220 760
Price per mef : 1.65 1.65
Value {Smillion) 1,353 1,254
x .95 1,285 1,191
Tax at .0045 ($millions) 5.8 3.4

-103-



C) Conservation Tax (Millions of dollars)

The oil and gas computations are similar to those for the school tax. The following refers

to revenues exelusive of the one-one hundredths percent which goes to the oil reclamation

fund.
1887-88 1983-39
Qil:
Volume (million bbls.) 69 65
Price 17.50 17.50
Value ($millions) 1,207.5 1,137.5
Deduets (10%) 120.8 113.8
Taxable Value 1,086.7 1,023.7
Tax @ .0018 ($millions) 1.960 1.840
Gas:
Volume (BCF) 820 760
Price 1.65 1.65
Value ($millions) 1,353.0 1,254.0
Deduets (10%) 135.3 125.4
Taxable Value 1, 217.7 1,128.6
Tax @ .0018 ($millions) 2.190 2.030
Carbon Dioxide:
Volume (BCF) 130 130
Price -20 .50
Value (Smillions) 65.0 65.1
Deduets (53%) 3.3 3.3
Taxable Value 61.7 6i.7
Tax @ .0018 {smillions) -13] 110
Coal:
Value (see "Hard Mineral" Section) 431.0 457.0
Deducts 30.0 32.0
Taxable Value 401 .0 425.0
Tax @ .0018 (3millions) 720 170
Uranium:
Tax (plugged) .040 -=
Total Conservation Tax {(millions) 5.020 4.7350
General Fund (7%) .360 .330
Conservation Fund (93%) 4.670 4.420
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0il and Gas School Tax:
COMPARISON OF ACTUALS AND ESTIMATES, FY 1986-87

The following tabulation compares actual oil and gas school tax revenues for fiscal year

1986-87 with the estimates prepared in December, 1985.

Actual Estimate
oil:
Volume (M bbils) 79.3 73.0
Price (per bbl) 14.2 13.0
Value 1,040.56 949.0
Deducts 107.5 94.9
Taxable 933.1 854.1
Tax ** 29.4 26.9
Gas:
Volume (BCF) 664.5 600.0
Price (per MCF) 1.A59 1.58
Value 1,102.4 948.0
Deduets 94.8
Taxable 1,003.9 853.2
Tax 31.6 26.9
Carbon Dioxide:
Volume (BCF) 131.8 120.0
Price (per MCF) . 485 48
Value 64.0 37.6
Deduets 3.2 57.6
Taxzabie 50.8 37.6
Tax 1.9 1.7
Total 62.9 55.5
Adjustments:
Protests Dropped .7 +.7
Refunds -1.0 =T
Adjusted Total 62.6 5.5

**  Note: Actual values are those for the months of May, 1986-April, 1987 as reported
on the statistical run of 10/30/86. Because of the difference in timing
between collections and the generation of tax liability, actual collections
transferred to the Generzl Fund were somewhat different -- 62.9, compared
to the statistical run total of 62.6
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9. TAXES ON HARD MINERAL PRODUCTION

DESCRIPTION

Resources Excise Tax

The tax base is essentially the sales value after severing or processing, less federal, State
and Indian rovalties. Because the value of processing is included, the resources excise tax
base is somewhat broader than the severance tax base. The rate is 3/4%, except for
potash (generally taxed at 1/8%), molybdenum (1/8%), and timber (generally taxed at
3/8%). Also, the rate for "processed" copper is temporarily reduced to 1/4% for three
years but will revert to 3/4% on July 1, 1988. Although the tax is technically divided into
three sub-categories--resource tax, processors tax and service tax—the distinctions are
generally not particularly useful in revenue estimating. Taxes are due 25 days following
the end of the month in which sale, transportation out of New Mexico, or consumption

QCCurs.

Severance Tax

The severance tax on coal is 2 unit tax, adjusted for inflation. The base rate is $.37 per
ton for surface coal and $.55 per ton for underground coal, plus a surtax which is
determined by changes in the CPl. The surtax rate is changed each vear im July.
Beginning July 1, 1987 the rates are $1.081 per ton for surface coal and $1.043 per ton for

underground coal.

The uranium tax is a value tax; its base is 50% of the price per pound of U3Og its rate is

3.5%. In the case of ore sales, the base is 50% of the value of U3Og contained in the ore.
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The taxable value of potash is one third of the sales price less fifty percent for specified
costs. The tax is imposed at a rate of 2.5%. For molybdenum, the taxable value is the
value contained in concentrates less fifty percent as a deduction for eertain costs. The
tax is composed at a rate of 1/8%. The taxable value of copper is two-thirds (.67) of the
sales value, computed by multiplying the pounds sold by the average monthly Comex
price, less one half (.50) the sales value so computed, or .17 times the sales value. The

rate is .5%.

For all other minerals, except gold, silver, lead and zine, the tax base is the gross (sales)
value at the first marketable point after deduction of certain costs. The deductions
allowed vary according to whether the produet has a posted field or market price or must
be processed or beneficiated before sale. The rate is 1/8 percent for timber and all other
minerals. Gold, silver, lead and zine are also taxed on the basis of a fraction of the value
established by reference to published prices for refined products. However, they

coniribute relatively little to total tax collections and are not separately forecasted.

DATA SOURCES

1. Monthly severance and resources tax ledgers for major minerals, and annual and
fiscal year summaries of all minerals (not confidential since July, 1985), supplied by

the Oil and Gas Section, Revenue Processing Division;

2. Publications of the Energy and Minerals Department (notably the Annual Report and

special forecasting or market studies);

3. New Mexico Monthly Report on the Nuclear Fuel Market;
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4. Industry representatives;

5. U. 8. Bureau of Mines (see below);

B. Newspaper clippings,

Ts New Mexico Labor Market Review.

METHODOLOGY

Forecasts are not based upon a formal estimating model but upon a qualitative analysis of

the trends in each of four major mining sectors: coal, potash, uranium and copper.

Coal

The severance tax on coal is a unit tax, and the determinants of revenue collections,
therefore, are the tax rate per ton and the number of tons sold. The eurrent year's tax
rate i1s known, and the rate for the next year is computed on the basis of the CPI
projection, which is part of the base economic forecast. (Tax rates change in July,
affecting colleetions in August, so a one-month lag must be built into the foreeast). The
resources exeise tax forecast is based upon value, so that average prices must also be

projected.

(A) Volume projections. There are two components of the forecast: (1) discrete
changes due to new mine openings or to mine closures; and (2) marginal changes due to
changes in the level of activity at existing mines. Sources of information for the first

component are newspaper articles and the staff of the EMD. To gauge changes derived
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from the second component, it is sometimes necessary to contact mine managers, at least
for the major mines: McKinley, Navajo and San Juan. Otherwise, the staff of the EMD
are helpful in evaluating changes at existing mines. Marginal changes are obviously due to
changes in demand for coal-fired electriecity, but a host of other factors--down time at
generating stations, inventory shifts, occasional changes in contracts, especially for those
mines not serving specific power plants--make this component of the forecast difficult.
Unless a particular change in behavior is anticipated, forecasts of aectivity at existing
mines are based on an extrapolation of recent trends on a company-by-company basis.
Note: Sales and production usually are relatively close to one another for most
New Mexico mines but stockpiling can eause production to swing by as much as a million
tons per year. The forecast for 1987-88 and 1988-89 reflects an unchanged level of coal
use, but sales are down slightly for 1987-88, reflecting a correction in an inventory build-

up in the spring of 1987.

(B) Value of production. Prices are projected on a company-by-company basis, usually
as an extrapolation of recent trends, because most coal is sold on a long-term contract
with an escalator clause. However, some mines do seil on short term contracts and there
are occasional spot-market sales. Even when these sales take place, however, the price is
ususzlly eonstrained by the cost of production, so that sales often oceur at prices similar to
those received by the company in the past. In any event, projecting prices on an
extrapolated basis usually does not cause any problems. Contaet mine officials or EMD
for prices at new mines. The value of production for each company is estimated as the

product of price times volume, making allowances for extra value reported by taxpayers

paying the service charge.
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(C) Deductions. Royalty deductions are allowed for the resources excise tax. These are
usually projected on the basis of past trends or on the basis of specific information on

changes in royalty rates.

(D) Computation of tax revenues. For the resources excise tax, the statutory rate of
.75% is applied to the value of sales {price times volume) less royalty deduections. For the
severance tax, the unit rates for underground and surface coal are applied to the

estimated sales volume of each, taking account of the one-month lag in the rate change.

Uranium

Since July 1, 1983, both the resources excise tax and the severance tax are levied upon
sales value. Generally, the forecast is prepared in much the same fashion as coal in that
sales volumes and average prices are forecast and the statutory rate is applied to compute
the tax. Mine managers, sales managers or EMD staff were contracted to prepare the

sales forecast.

As of the fall of 1985, only the Chevron/Guif Mt. Taylor mine was aetive, with saiels
running at a rate of around 2.5 million pounds of U308 per year. In addition, mine water
recovery operations conducted by Homestake are responsible for the production of
another 250,000 pounds per year. Current production from the Chevron operation is
reported at below-market prices, while inventory sales occur either at spot or old (and
higher) prices. Future Homestake sales are expected to occur largely at spot market
price levels. Because the amount of uranium expected to be sold from inventories under
old contracts is deelining each year, uranium revenues continue to fall. The 1988-83 level
represents an antiecipated "floor" level. Details of tax computations are provided at the

end of this section.
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Copper

With the adoption of a new severance tax law affecting copper, it is possible, for the first
time, to track production on the tax reports. These reports reveal that New Mexico's
production was around 520 million pounds last fiscal year, but was stronger in recent
months. Therefore, the forecast for the current year is 560 million pounds. With
continuing large investments in New Mexico facilities, this production level is expected to
rise somewhat in the near future, although maintenance of current production levels will
require development of new sources in the early 1990's. With the aequisition by Phelps
Dodge of Kennecott's majority interest in the Chino mine, PD has become virtually the
state's only copper mine operator. The company is currently expanding its solvent
extraction process capabilities, and the copper market is currently strong by recent
standards. The forecast shows some growth in production next year to the 580 million
pound level. Prices are estimated on the basis of price quotations on the futures market,
and the estimated price throughout the forecast period is $.85/lb, up from last year's $.61
level. The current copper shortage is expected to extend into next fiseal year.

Accordingly, the price forecast for next year is a high $.90 per pound.

This year, the tax rate applied to copper for resource excise tax purposes is .25% for
"processed" copper, which encompasses all copper produced in the state. Next year, the
rate reverts to .75%. During the last two years, some operations were reporting at the
higher rate for unprocessed copper (.75%), as a result of which a substantial refund was
made last year. A smaller refund of roughly $100,000 has been made in the eurrent year,
and the revenue forecast was adjusted accordingly. Tax computation details are shown at

the end of this section.
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Potash and Other Minerals

Potash receipts have held very stable for several years but are expected to fall somewhat
in light of recent reductions in mining activity. Receipts from "other" minerals are
generally less than $100,000 for the severance tax because of the substantial deduetions
and generally low (1/8%) applicable tax rate. However, tax receipts from "other"
minerals can be significant under the resources excise tax, and are dominated by receipts
from various stone-gravel type resources. At present, these appear to be running
somewhat below the million dollar per year level. Some work could be done to determine
if there is a relationship between construection activity and resource excise tax receipts

from "other" minerals.

CHECKLIST FOR FORECASTING RESOURCES EXCISE AND SEVERANCE TAXES

1. Check with EMD publications and with staff members.

2. Check production plans with coal producers (if necessary), review newspaper
clippings, FOR-UNM employment forecasts, text of Labor Market Review.

3. Update spreadsheets giving company detail from prior fiseal year and early months
of current year.

4. Check with U.S. Bureau of Mines staff, as outlined above.
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FORECAST FOR THE 76TH and T7TH FISCAL YEARS (10/87)

1. Coal
(A) Volume
Based largely upon company projections, some of which are confidential, the following

coal sales volumes are expected in the forecast period:

Destination 1987-38 1988-89

Four Corners Power (Navajo) 7.6 7.8

San Juan Powe: (San Juan,

La Plata, Gatewsy) 4.9 4.9

"Export"” ‘Perma, McKinley,

Lee Ranch, Mentmore) T3 7.8
Total 19.8 0.5

(B) Sales Value
The value is based upon the trend in sales prices recorded through the first months of

1986, and reflects some weakening of the energy market:

1987-88: (7.6)($15.40)+(4.9)($26)+(7.3($25.50)=431 million ($21.75/ton)
1987-89: (1.026)(21.751(20.5) = 457 million

(C) Estimated Severance Tax Rate, July, 1988 =

335.2 (CPIW 198) ¢ o5 . 51,081 ton underground

335.2/170.5 x $.57 = $1.121 ton surface
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Allowing for a one-month lag in receipts from the adjusted rate; the weighted average

rate for surface coal for the current and upcoming fiseal years is:

Effective Severance Tax Rate per ton 1987-88 = (1.081) (11/12) + (1.065) (1/12) = $1.080
Effective Severance Tax Rate per ton 1988-89 = (1.121)(11/12) + (1.081 (1/12) = $1.117
(Very little coal is subjeet to the underground rate, and that is ignored)

(D} Severance Tax Estimate:
1987-88: (19.8)(1.081) = $21.4 million
1983-89: (20.5) (1.117) = $22.9 million

{(E} Resources Tax Estimate:
Royalty deduetion for 1986-87: $30 million
1987-88:(431-30)(,0075)=%3,000 (thousand)
1988-89:(457-32)(.0075)= $3,200 (thousand)

2. Uranium

Volume
Nature of Sale 1987-88 1983-89
Inventory 1.5 o
Current Production 2.7 3.2
Total {million lbs) 4.2 3.4

Sales Value:
1987-88: (1.0M$33/1b)+H2.7)($11/1b) = $79 million.
1987-88: (.2)($30/16)+(3.2)(512/1b) = $45 million.

Severance:
1987-88: (.0175) {79) = §1,380 (thousands).
1988-89: (.0175) (45) = $790 (thousands).

Resources:

1987-88: (.0075) (79) = $590 (thousands).
1988-89: (.0075) (45) = $340 (thousands).
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3. Copper

As noted, the sales volume is estimated at 560 million lbs. this year and 580 next, and the

price per pound is expected to average $.85/lb, this year and .90 next year.

Severance:

FY 1987-88: (.005) (560) (.85) (.17) = $400 (thousands)

FY 1988-89: (.005) (580) (.90) (.17) = $440 (thousands)

Resources:

The resource tax base is estimated to be around 85% of the severance base (it is based on
the value of partially processed copper) and the tax rate for the current year is .25%. In
the current fiscal year, allowance is made for a $100,000 refund. Next year's rate is
.75%, but with a one-month lag, the effective rate is reduced to .T1%. Accordingly, the

forecast is:

FY 1987-88: (560) (.85) (.85) (.0025) -.1 = $910 (thousands)
FY 1988-89: (580) (.85) (.90) (.0071) = £3,150 (thousands)

Summary ($1000's)

Resources Excise

1987-88 1985-589
Coal $ 3,000 $ 3,200
Uran 590 340
Copper 210 3,150
Potash 150 150
Other 850 900

Total $ 5,500 $ 7,740 (rounded to $7,700)
Severance

Coal $21,400 $22,900
Uran 1,380 790
Copper 400 440
Potash 400 400
Other 100 100

$23,680 (rounded to $23,700) $24,630 (rounded to $24,600)
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QUARTERLY ESTIMATES - EXAMPLE

Quarterly estimates are prepared only for General Fund revenue sources, in this case, the
resources excise tax. The quarterly breakdown is based upon the historical pattern for
each of the major minerals and for the "other” category. In general, the pattern used is
an average of immediately preceding years, though adjustments are frequently required
for recent trends or aberrations. For 1987-88 the quarterly estimate reflects the

following shares and dollar amounts:

Shares Amount ($1,000's)*

Quarter 1 © W IV I i m ¥  Total
Coal .25 .25 .25 .25 750 750 750 730 3,000
Uranium .60 .10 .20 .10 350 60 120 60 590
Copper .23 .21 28 .32 130 220 230 330 910
Potash .23 .23 25 .29 40 30 40 40 150
Other .25 .25 .25 -25 210 210 210 220 850

Totals 1,480 1,270 1,350 1,400 5,500

* Adjusted to account for a $100,000 refund.
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COMPARISON OF ACTUALS AND ESTIMATES, FY 1986-87: Resources Excise Tax

The following tabulations present a comparison of actual versus estimate collections for

each resource for fiseal yvear 1985-86.

Mineral

Coal

Uranium

Copper

Potash
Other

Total

Resouree Execise Tax

Aectual

3,020

250

ata

Estimate

Comments

3,200

1,020

800

150

1,000

6,270

Coal wvolume overestimated (aectual 20
million vs estimated 21.5 million tons); price
fore-cast of $21.70 per ton correect.

Sales from inventory did not develop; since
inventory sales at significantly higher-than-
current sales price, value of sales were
significantly overstated (if a large June,
1987 sale had transpired one month earlier,
much of the revenue gap would have been
elosed).

Effective tax rate was .25%, vs. .3% in
forecast; a significant refund was paid to
producer who had paid at .75%: volume of
production, and, therefore, total sales value,
was overstated.

No Comment
Loss of sales in gravel products was

significant probably due to construction
slow-down,.
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COMPARISON OF ACTUALS AND ESTIMATES, FY 1986-87: SEVERANCE TAX

Mineral

Coal

Uranium

Copper
Potash

Other
Total

Severance Tax

Aectual
20,980
1,300

260
430

50
23,020

Estimate

22,800

2,380

290
400
200

26,070
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Sales volume was 20.0 million tons vs.
estimate of 21.5 million tons.

Sales volume and value shortfall owing to
less-than-expected inventory sales.

Volume somewhat short of expected amount
No comment

Weakness in gravel/stone products



10. PROPERTY TAXES

DESCRIPTION

The tax base is composed of several pieces:

1.

Residential Propertiess The net taxable value is one third of the 1980 market value
less veterans' and head of household exemption through tax year 1987, after which
time the net taxable value will be based on "current" market values (defined as 1986
market levels for property tax year 1988). The veterans' exemption is $2,000
(applied against taxable value) for properties owned by persons meeting certain
military service criteria. The head of family exemption is $200 through tax year
1988 and now applies to virtually every owner-occupied dwelling. The head of
family exemption amount (applied against taxable value) is scheduled to increase to
$800 in 1989, to $1,400 in 1991, and to $2,000 in 1993 (assuming voter approval of
constitutional amendment in November, 1988). The values for most, but not guite
all, residential properties are determined by county assessors. A few properties,
such as those owned by mining companies, are valued by the Central Assessment

Bureau of the TRD.

Nonresidential Properties: In generzl, the taxable value is either one-third market
value or one-third cost less depreciation. Most commercial and light industrial
properties are valued by local assessors, while utilities, mines, and a variety of other
specified types of properties are valued by the Central Assessment Bureau. In many
instances, centrally assessed properties are subject to special valuation methods,

spelled out in the statutes.
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3. 0Qil and Gas Production: The value is one half the sales value less state, federal and

Indian royalties.

4. Qil and Gas Equipment: Lease equipment is valued at 9% of the prior calendar

year's sales.

Tax rates for property taxes vary in accordance with loeation, though the maximum rates
for operating purposes are $7.65/$1000 for municipalities, $11.85/$1000 for counties and
£.50/$1000 for school distriets (total maximum = $20/$1,000, constitutionally limited).
Debt issuance in some instances is constitutionally restricted in accordance with a
jurisdiction's total assessed value. The 1987 state debt levy was $1.15/$1,000. Other
voter approved tax levies apply in virtually all jurisdietions. Overall state weighted
average levies for 1987 were $22.404/%1,000 on residential property, 523.482/51,000 on

nonresidential property, and $20.027/$1,000 on oil and gas equipment and production.

During the 1980's a major revaluation effort was undertaken to update the outdated
residential property value levels specified by statute. To avoid the huge increase in
property taxes which would result, the "yield control” statute (Section 7-37-7.1 NMSA
1978) was adopted and extended to all non-debt tax levies upon all property subject to
"valuation maintenance” (valuation updates). The "yield control" law generally limits

revenue growth to 5% in any year.

Taxes for residential and non-residential properties (other than oil and gas) are due in
November of the tax year and April of the year following the tax year. Qil and gas
production taxes are due monthly on the twenty-fifth day of the second month following

the end of the sales month (approximately 55 days). Oil and gas equipment taxes are due
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in November. The property tax calendar is as follows: Centrally assessed values for the
prior January are established by mid summer, at which time local assessors also report
preliminary values to the Central Assessment Bureau. In March, the Revenue Processing
Division prepares preliminary oil and gas equipment and production values, based on prior
calendar year sales. Using all these values, the Local Government Division, DFA, sets

rates by September 1 (values must be known in order to establish debt levies).

These rates serve as the basis for billings issued by county treasurers to owners of
centrally and loecally assessed properties in November and for billings issued by Revenue
Processing Division to owners of oil and gas equipment properties. In the case of oil and
gas production properties, the rates ehange once a year in September and collections

based on these rates actually show up in December.

For further general information regarding the property tax, see the Tax Research and

Statisties Office publication Overview of New Mexico Propertv Taxes, May, 1987.

DATA SOURCES

1. Past annual reports of the Property Tax Division
r Mid-August preliminary valuations (Central Assessment Bureau)
3. Late November final valuations (Central Assessment Bureau)

4. Ad Valorem Equipment tax valuations and Production tax valuations from Revenue
Processing Division

5. Levy sheets published by Loecal Government Division on or before September 1
6. Construetion data (available from BBER)

1. Staff of Central Assessment Buresu
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METHODOLOGY

Property taxes are not projected in the same sense that other revenues are projected
because the state no longer imposes an operating levy. The property tax is largely a loeal
revenue source, and the State government generally does not provide local revenue
forecasts. However, data must be gathered to serve as the basis for fiscal impaect
analyses for legislative proposals. Depending upon the nature of the proposal, these
impact analyses are variously prepared. For any statewide proposal, an estimate of the
next year's property tax base might be utilized; but for the more common proposals which
relate to specific localities and jurisdictions, no projection of future values is attempted.
Rather, an "illustration" is generally provided which presents a scenario given the most

recent actual valuation levels in the affected jurisdietions.

Proposals may involve various formulations such as:.1) a change in exemptions applied to
taxable wvalue; 2) a specific levy (rate) applied in certain jurisdictions for specified
purposes; 3) a voter-approved bond issue whieh will require some fixed revenue yield to
service the speeified amount of debt; 4) other proposals relating to "yield control”
provisions, county assessor administrative fees, ete. Property tax revenue estimates are
the produet of applying a levy (expressed in dollars per thousand dollars of net taxable
value) to a taxable valuation. Sinece the levy or the required revenue amount will be
specified (either directly or indireetly) in the proposed legislation, the exercise boils down
to developing an estimate for taxable valuation, or a compilation of taxable values in the
specifie affeeted jurisdictions. There are four components of taxable properties, each
with its own institutional framework and data sources, and the effects of any proposal
may vary for each component. While the actual computations are rather straightforward,
the analysis and speecification of certain affeets may become quite subtle and complex.
The property components, the types of property represented, and sources of data for

current year and upcoming year valuations are summarized below:
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1. Centrally Valued Properties

Types of Property: Mostly mines, utilities, railroads (see Property Tax Division annual

report for specific types of property). Property is valued by the Central Assessment
Bureau, TRD. In most cases acquisition cost less depreciation is the basis for valuation,

although special methods apply widely as well.

Current Year Value: Values upon which current year revenues will be derived are

available by August, although tax protests may in some cases defer the date at whieh final
values are available. Contaet Central Assessment Bureau. Taxes on January 1 (e.g. 1987)

values are due in Jovember (e.g. 1987) and April (e.g. 1988).

Next Year's Value: Generally, values change slowly, so that time trend analysis will

suffice. However, Central Assessment Bureau staff should be consulted for any unusual

developments, particularly in mineral properties and utilities.

2. Loecsally Assessed Properties

Tvypes of Property: Mostly residential, commereial, and light industrial properties. These

properties are valued by county assessors. Residential properties were revalued to 1980
market levels for tax year 1986, and are to be updated to "current" values (defined as
1986 market levels) for tax year 1988. Commercial properties are valued at market
prices unless prices are not known, in which case they are valued at cost less depreciation

(a fairly common circumstance).

Current Year Value: Preliminary eurrent year values are available in August, and final

values should be available by mid-November, except in years of major revaluation efforts.
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Values are available from the Central Assessment Bureau, once the individual county

abstracis have been forwarded.

Next Year's Values: For most purposes, it is desirable to forecast residential property

values apart from other properties. For residential properties, new values are basiecally
attributable to new construetion, so BBER residential construction data is helpful.
However, these values may require deflation adjustments since "eurrent" value is defined
as two years prior to the tax year (i.e., 1986 market values are used for tax year 1988).
Time trend analysis ean be used, but care must be taken to correct for the impaet of
reappraisal programs carried on during recent years. Contact the Property Tax Division
for information on current reappraisal programs. Commercial valuations generally change
very slowly and ean be forecasted on the basis of time trends, though BBER construction
data may also be used. However, these figures contain construction contraets for publie

buildings, which must be exeluded.

3. 0il and Gas Produetion Equipment Ad Valorem Taxes.

Types of Property: This tax is designed to serve in lieu of a tax on the value of oil and gas

lease equipment; it does not cover drilling rigs, which are valued by Central Assessment.

Current Year's Value: The property tax valuation for taxes due in November is 9% of the

prior calendar year sales value. Preliminary values are forwarded by Revenue Processing
Division in Mareh, but the preliminary values often understate the prior year sales value.
It is more accurate to compute the valuation from later, regular, calendar year statistical
reports. MNote that these later reports provide sales by county, but do not contain

munieipal or school distriet information. Alloeation of valuations to school distriets
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within each county is generally done on a proportional basis using the Mareh distriet

information and the later county valuation totals.

Next Year's Value: The value for next year (which will be 3% of the current calendar year

sales value) should be computed on a basis which is consistent with the oil and gas school
tax forecast. In order to make a consistent foreeast, the oil and gas school tax forecast
has to be broken down into quarterly estimates of volume and average price, so that the
pieces can be reassembled on a calendar year basis. Sinee no forecast is available (or
feasible) on a schoo: distriet basis, a statewide forecast is generally alloeated to school

distriets on a proportional basis using prior year allocated values.

4, 0Qil and Gas Ad Valorem Production Tax

Type of Property: This tax is designed to serve in lieu of a tax on oil and gas reserves.

The taxable value is 50% of the sales value after deductions for federal, state and Indian
royalties. The tax is due at the same time that the oil and gas school tax is due, so the
tax base for the fiseal year is exactly half the tax base for the oil and gas school tax.
(Note that the reserves value for hard mineral is based upon production--not sales--and

these amounts are included in the mine valuations set by the Central Assessment Bureau).

Current Year's Value: An estimate is available from the analyst responsible for the oil

and gas school tax. Allocated to school distriets in proportion to most recent actual

information, generally the current year equipment tax allocation proportion.

Next Year's Value. Estimates are available from the analyst responsible for the oil and

gas school tax. Allocation to sehool distriets is accomplished using the same methodology

as above.
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FORECAST OF ASSESSED PROPERTY VALUES

Generally, it is desirable to illustrate the impaet of a measure using a current tax year
scenario. Use (1) preliminary or final January 1 values for central and loeally assessed
properties; plus (2) 30% of the oil and gas school tax taxable value for the current year
(oil and gas ad valorem production tax); plus (3) 9% of the total sales values for oil and gas
for the previous calendar year (or/and gas ad wvalorem production equipment tax).

Selecting the proper dates is an ongoing source of confusion. Here is an example:

A pre-session request for current year impact of an extra one mill levy is received in

November, 1987. The proper values to be used are:

1) January 1, 1987 values for central and local properties;

2) April, 1986 - March, 1987 taxable values for school tax purposes of oil and gas
sales, divided in half (these are actually the prior fiscal year values --
alternatively, estimate of the current year produection values could be used,
i.e., April, 1987 - March, 1988); and

3) 9% of total oil and gas school tax sales for calendar year 1986.
The same request received during the legislative session, e.g. in February, 1588, would use

the same data. All dates are shifted forward one year to estimate the impaet for the next

fiscal year.
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The forecast analysis proceeds as follows.

the following January by extrapolation:

Value in Millions of Dollars

First, estimate centrally assessed values for

Est.
Property Type 1982 1983 1984 1985 1986 1987 1988
Railroads(1) 40.8 31.0, 42.1 46.2  50.1 59.5 85.5
Tel. and Tel.(2) 305.8 352.3 361.9  362.8 329.7 350.8  350.0
Pipelines(3 _ 2573 MR.4 2104 3328 @S0 3632 3650
Publie Utilities(4) §72.0 9144 91LE 1,113.8 1,138 1,195 1.220.0
Gas Utilities 45.1 45.7 46.3 62.90 63.0 66.7 68.0
Contractors' Equip. 19.8 24.8 24.4 22.1 22.3 197 20.0
Producing Mines (3) 510.9  604.8  550.2 §17.0 605.7  521.8  500.0
Non Prod Mines s X o i3 =) 3 0.3
Alirlines i 8.2 10.7 13.8 28.1 30.8 31.4 32.5
Microwavel8) .9 1.0 S 2.6 5.6 7.4 8.3
Drilling Equip(7) 10.8 10.7 10.7 141 10.2 7.2 .0
Sand & Gravel 9.2 3.9 6.0 7.0 7.9 3.5 11.0
Total 1,976.6 2,279.9 2,250.6 2,606.5 2,642.6 2,634.0 2,648.8
Notes: (1) Earlier drop (1982/83) resulted from federal legislation, the impaet of which
has now been absorbed. No known additions to property.
(2) Decrease in 1986 due to revised rules for telecommunications properties.
(3) Pipelines should show slower growth with fewer additions to mileage than in
past years.
(4) Earlier large increases were due to Plains Generating station and
installation of pollution abatement equipment. No special projects foreseen
so "normal” increase assumed.
{50 Decrease associated with drop in uranium production, potash, gold, and
molybdenum elosings, and generally lower prices.
B6) Microwave expansion in 1986 and 1987, associated with telecommunieations
firms, is expected to slow,
7) Decrease in 1987 associated with oil and gas price declines in early 1988,

and the substantial decrease in exploration activity which followed.
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Next, for locally assessed properties a qualitative effort is made to tie increases to recent

construction activity, and to separate valuation maintenance (reappraisal):

F.W.Dodge Adjusted
Tax Total Construection to value year“
Year Loeal Chang Res. MNon Res. Year Res. Non Res. Notes
1977 $2,396.9 159.3 111.4 57.9 1976 -
1978 2,603.5 206.6 165.4 77.2 1977 -
1979 2,900.8 297.3 159.8 72.8 1972 = Substantial reappraisal
1980 3,387.5 468.7 170.5 106.4 1979 - $100 million reappraisal
1981 3,716.4 348.9 138.8 129.2 1930 2 1973 wvalues mandatory
1982 4,105.3 388.9 123.6 135.5 1981 68.0 135.5 Large reappraisal(?)
1983 4,345.3 240.0 137.5 163.0 1982  72.9 163.0 Some reappraisal(2)
1984 4,664.6 319.3 209.5 226.7 1983 102.0 226.7 Some reappraisal(Z)
est. 78 in govt' bldgs.
1985 4,937.5 272.9 247.8 226.8 1984 124.0 226.8  Little reappraisal
govt. bldgs. not ineluded
1988 2,769.1 3,831.6 277.0 181.9 1985 232.7 181.9 Residential reappraisal(3)
(from 1975 to 1980 levels)
1987 2,818.4 49.3 233.4 157.7 1986 189.1 157.7 No reappraisall?
1988 est. 18,376.0 1,557.6 199.5 — 1987 157.6 — Residential reappraisal(®)
{from 1980 to 1986 levels)
1989 est. 10,654.9 278.9 299.9 -- 1988 278.9  --

(1) Value of reported contracts awarded has been divided by 3, and deflated to
appropriate value year —- 1975 for tax years through 1985, 1980 for tax years 1986
and 1987, 1986 {or tax vear 1988.

(2)  Only residential reappraisal reported.

{3) Residential revaluation from 1975 to 1980 levels estimated at 3,417.0 : (3,831.8 -
232.7 - 181.9) = 3,417.0 Revaluation included substantial update of nonresidential
values as well as residential

(4) No reappraisal activity: +49.3 change = +233.5 - 184.2. Locally assessed
nonresidential property declined by $184.2 million. Residential new value increases
of 233.5 implies that either assessors are not accurately "backecasting” to 1980 levels
for new property, or that the lag time between construetion contraet data and
taxable status is greater than one yvear. Note that 1985 construction deflated to
1980 prices is $232.7 million, and that 1986 residential contracts were $233.4 million
before deflation to 1980 prices.

(3) Residential reappraisal from 1980 to 1986 (Mcurrent") levels roughly estimated at

25%, or $1,400 million, plus $157.6 million of new wvalue. Nonresidential changes
have not been estimated -- assume constant.
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{3) Continued
Residential contracts estimated by BBER:

1985 1936 1987 1988

830.85 /3 =277.0 700.26/3=1233.4 598.43 /3 =199.5 89989 /3 =299.,9
Implieit Price deflators for GNP: non-farm residential structures (1982=100).

Year 1380 1981 1982 1983 1984 1985 1936 1987 19383+=*

Deflators 0.4 97.0 100.0 102.2 106.2 108.2 111.8 115* 120*
1980 as % of
Deflation 1.00 .93 .80 .28 .85 .84 .81 .79 .93

* Estimate
** 1986 as % of Deflation

Next, the forecast for oil and gas production values reflects the same information as the

oil and gas school tax estimate (fiseal year -- May through April production):

1985 1986 1987 1938

(1985-86) (1986-87) {1987-88) {1988-29)

Qil:
price § 25.14 $§ 14.16 & 17.30 s 17.30
volume 78.9 o i | 69.10 65.1
Total Value (millions) $1,983.3 £1,035.1 £1,207.5 STE-E3T. 5
Taxable (.90) 1,785.2 931.8 1,086.8 1,023.8
+2 892.5 465.8 543.4 5i1.9

Gas:
price 5 2.53 % 1.65 3 1.63 2 1.63
volume 803.9 665.0 820.0 760.0
Value £2,033.9 £1,097.3 £1,353.0 51,254.0
Taxable Value (.20) 1,830.5 937.5 | B B 1,128.6
<2 915.2 493.8 603.8 964.3
COq 28.7 27.4 30.8 J0.8
Total (millions) 1,833.5 987.0 1,183.0 1,107.0

(1) Actual 1985 total was $1,940.9 due to speedup of oil and gas reporting — 13 months in
fiscal year.
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Finally, oil and gas equipment value is known for 1987 tax year (fiscal year 1987-88), and
estimating the 1988 value (FY 1988-89) is simply a matter of adding estimated sales

amounts for the last few months of calendar year 1987 to the known values for the earlier

months:

1985 Value = (.09) (CY 1984 Sales) = (.09) (4,734.6) = 426.1
1986 Value = (.09) (CY 1985 Sales) = (.09) (4,511.3) = 406.0
1987 Value = (.09) (CY 1986 Sales) = (.09) (2,477.8) = 223.0
1988 Value = (.09) (CY 1987 Est.) = (.09)(2,637.0) = 237.3

Where CY Estimate 1987 of 2,637.0 is composed of $1,917.0 actual value through

September and an estimated $720.0 in the final quarter of calendar 1987.
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Summary of Net Taxable Values ($million)

Aectual Actual Actual Estimated

1985 (1985-86) 1986 (1986-87) 1987 (1987-88) 1988 (1988-89)
Residential:  Loeal 2,887.8 5.370.1 5,603.6 7.161.2
Central 6.0 5.4 6.3 6.5
Total 2,893.8 5.375.5 5,609.9 7,167.1
Monresidential: Loeal 2,049.7 3.399.0 3,214.8 3,215.0
Central 2,662.2 2,642.6 2,634.0 2,648.8
Total 4,711.9 6,041.6 5,848.8 5,863.8

0il and Gas Produection 1,801.2(1) 987.0 1,183.0(2) 1,107.0(2)
0il and Gas Equipment 426.1 406.0 223.0 237.3
All Property Total 9,833.0(1)  12,808.1 12,864.6 14,375.8

(1) Aectual 1985 Qil and Gas Production was $1,540.9 due to speedup of oil and gas
Total for all property in 1985 was actually

reporting --13 months in fiseal year.

$9,972.7 million.

(2) 1987 and 1988 Qil and Gas Production Value shown are based upon January, 1988

estimate for fiscal years 1987-88 and 1988-89 oil and gas school tax.
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REVENUE AND FISCAL IMPACT ESTIMATES FOR PROPERTY TAXES

Since the state imposes no operating levy against the property tax base, property taxes
represent an essentially local revenue source. Property taxes are not projeected in the
same sense as other revenues and the Taxation and Revenue Department does not
generate detailed local povernment tax estimates. The Tax Researeh Office does,
however, gather property tax data for use in fiscal impaet analyses. Property-tax data
sources include: 1) past annual reports of the Property Tax Division, 2) mid-August
preliminary valuations provided by the Central Assessment Bureau, 3) late November final
valuations (also supplied by Central Assessment), 4) ad valorem equipment valuations
(provided in March for the prior ealendar year) and production tax valuations (provided
monthly) both available from the Revenue Processing Division, 3) levy sheets provided by
the Local Government Division of the Department of Finance and Administration, 86)
construction data from the University of New Mexico's Bureau of Business and Economie

Research (BBER), and 7) Central Assessment Bureau Staff.

in previous years, Tax Research Office analyses focused primarily upon forecasting the
property tax base (see previous discussion in this seetion). Current Tax Research Office
efforts are directed toward developing and maintaining a general spreadsheet model which
1) deseribes the current year property tax base and revenues by property category and tax
distriet, and 2) may be modified to address probably impaets of various property tax
related proposals by the State Legislature. Modifications to the spreadsheet vary with
specifie proposals, but are generally presented as "illustrations" of the proposed
legislation as applied to the current year tax data. Such "illustrations" are distinectly
different from other fiscal impact estimate analysis, since eurrent data is used rather

than an estimated future tax base.
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Property Tax Spreadsheet Model

Desecription

The property tax spreadsheet is a roughly 40 column by 350 row matrix which may easily
be modified to simulate varying conditions. The model's leftmost column lists assessment
distriets (public school distriets) within each of New Mexico's 33 counties. Counties
appear in alphabetic order, while distriets are arranged in ascending numerical order

within eounty regions.

Section 1 of the spreadsheet contains county valuation figures provided to the Tax
Research Office by Central Assessment and the Revenue Processing Division's Oil and Gas
Accounting System. Valuations are grouped into various categories (e.g. residential,
nonresidential, and Qil and Gas Production and Equipment) and summed in various ways.
Livestoek values are not incorporated in the spreadsheet. The second section (Exemption
Estimates) contains estimates of head-of-family and veteran's exemptions in terms of
probable claimant numbers which result from actual exemption amounts reported. Their

primary significance stems from their effeet of redueing the property tax base.

The spreadsheet's third section consists of distriet tax rates from "levy sheets" provided
by the Loeal Government Division of the Department of Finance and Administration. The
rates are grouped in terms of residential and non-residential, as well as debt-service rates
and total rates on oil and gas. Horizontal summation provides total rates affecting any
particular tax distriet or county. Some tax levy rates are not included in the spreadsheet
such as those affecting livestock, or those whieh are applicable to special distriets whieh
do not necessarily align with school distriet boundaries (i.e., conservaney distriets). The

spreadsheet's fourth section generates an approximation of annual property tax revenues
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(at 100% collection) by multiplying rates and base amounts from the model's earlier

sections.

Spreadsheet Parameters and Uses

Description

When complete, the spreadsheet generates state, county, and school distriet distributions
of tax rates, valuations, exemptions and total revenues. A look down certain rows in the
table, for example, indicates loeations of the state's major mineral production (centrally
assessed nonresidential) or major oil-and-gas production. The model's final row (state
totals) also contains a considerable amount of useful information. Statewide valuations
and revenue estimate totals, for example, make it possible to estimate weighted-average
property tax rates for the various property categories. [Knowledge of total state
valuations and exemption amounts also facilitate estimation of property tax base changes

likely to result from various legislative proposals.

The property tax spreadsheet thus represents an extremely useful analytical tool because
it assembles substantial quantities of property tax data in a single location, providing
great flexibility in isolating and performing calculations upon currently available property
tax data. For illustrative purposes, portions of the property tax year 1987 spreadsheet

and a school district map are reproduced on the following five pages.
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Property Tax Spreadsheet {part 1 of &)
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Property Tax Soreadsheet (part 2 of &)
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Property Tax Spreadsheet (part 3 of 4)
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Property Tax Spreadsheet (part 4 of 4)
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11. MOTOR VEHICLE EXCISE TAX

Laws 1987, Chapter 264 increased the motor vehicle excise tax from 2.75% to 3%,

effective July 1, 1987. The law also changed the distribution of this tax from:

Applicable
Percentage Rate
73% to State Road Fund {2.0075)
27% to Local Gov't Road Fund (0.7425)
to:
1/3 to State General Fund {1.0000)
5/12 to State Road Fund (1.250)
1/4 to Local Gov't Road Fund (0.750)

Thus, beginning in the 76th fiscal year, some of the responsibility for monitoring and
sstimating this tax has passed from the State Highway and Transportation Department to

TRS/TRD and DFA/EAU,

This revenue and other road fund revenues are currently being forecast by the
New Mexico State Highway and Transportation Department, Advance Planning Section.
For the 1987-88 year zero growth in base of the motor vehicle excise tax is assumed. For

1988-89 through 1993-94 the revenues are assumed to grow by approximately 2% per year.

A decomposition analysis of the historical data (from 7/82 to 6/87) indicates strong
seasonality, a predictive linear trend l[’R2 = .4), and a smooth eyele with index .96 in 7/82,
1.09 in August, 1984 and .96 in June, 1987. This cyclic pattern nominally tracks the
movement in national sales of automobiles and accessories over the time period. Further

work on this eorrelation will be done.
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Motor Vehicle Excise Tax Projections

($Thousands)
1986-87 1987-88 1988-89 1989-90 1990-91
75th FY 76th FY T7th FY 78th FY 79th FY
(Actuals) (Est) Est (Est) (Est)
State Road Fund 30,695 19,614 20,006 20,366 20,835
Loecal Gov't Road Fund 11,767 12,003 12,219 12,500
State General Fund 15,688 (1) 16,000 16,290 16,665

1) A transfer of $564,650 from General Fund (Motor Vehicle Execise). to The State Road
Fund was made in July, 1987. This was to "repay" the road fund for shortage due to
license reinstatement fees that were erroneously retained in General Fund. The
repayment was deemed incorrect. A reverse transfer of this amount is scheduled
for January, 1988. This estimate is then $15.7 or $15.1 million depending on the
timing of the repayment.

There is small seasonality. Approximate fiseal year seasonality faetors to apply to

projected annual receipts are as follows:

Q2 g5 Q4
1233 .235 .275

(5]
(37
=1
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V. ESTIMATING REVENUES

This section deseribes the revenue estimating methodology for each of the General Fund
revenue sources estimated by DFA, Economie Analysis Unit. For each tax and non-tax
revenues, a description of the revenue source is provided, along with a discussion or listing
of data sources. Next, the methodology for projecting revenues in the current and
upcoming fiscal years is deseribed and the computations are shown. Technigues for
deriving quarterly breakdowns of the annual forecast are then discussed. Finally, a review
of the preceding vear's estimate is presented. In the case of revenues for which the data-

gathering process is relatively involved, a summary of procedures is provided.
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12. INTEREST EARNINGS ON THE STATE PERMANENT FUND

DESCRIPTION

The State Investment Council exereises investment jurisdiction over the State Permanent
Fund. The fund revenues are derived from lands given by the United States to the
Territory of New Mexico in accordance with the Ferguson Act of 1893, and from
additional lands similarly granted by the Enabling Aet of 1910 in anticipation of the
conferring of statehood on the territory. The terms of these grants stipulate that such
lands, as well as all funds derived therefrom, are to be held in trust for the benefit of the
common schools and other designated institutions of the state. Article 13, Sections 1 and
2 of the New Mexico Constitution give custody and control of these granted trust lands to

the Commissioner of Publie Lands.

Essentially four types of income are derived from these lands. The largest category,
royalties, is derived from mineral production on these state-owned lands. Royalty income
goes to the corpus of the State Permanent Fund, eredited to the account of the institution
on whose land such production took place. In the 75th fiseal year, 1986-87, royalties were
$95.6 million, of which $91.1 million eame from oil and gas leases. The Common School
share of royalty income was $74.8 million. Royalties for the 75th FY were $80.3 million
below the prior year. The other three types of income derived from state lands are bonus
income, rental income and other miscellaneous income. These income sources go to the
to the Land Office Maintenance Fund and to the various beneficiaries, inecluding the

General Fund, directly.

The book value of the corpus of the Permanent Fund at the end of 75th fiscal year, 1986-

87, was $2.581 billion. The Common School share of Permanent Fund balances on June 30,
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1987 was $2.136 billion or 82.8 percent.

METHODOLOGY AND ESTIMATES

The I;"ermanent Fund is invested almost exelusively in long term maturities. Less than
three percent of fund assets will reach maturity in the current fiscal year. The average
time to maturity or call of securities is 12.4 years. In addition, asset holdings are
relatively stable because of restrictions on selling bonds at a less and the income, rather

than capital appreciation, orientation of the Fund.

The DFA and the Land Office provide the Investment Officer with estimated annual
transfers of royalty revenue to the Permanent Fund. Royalty estimates depend on the
state oil and gas price and volume assumptions and assumptions regarding the share of
total production on State lands. Until recently about 50 percent of oil production was
from State lands. For calendar 1986 the share declined to 43.8 percent. For Lea County,
whieh produces two-thirds of New Mexico oil, 54 percent is from State lands. Lea County
is in the State's most mature producing region and is experiencing greater production
declines than other counties -—— San Juan, Rio Arriba, and Eddy — with muech lesser shares
of oil production from State land. Thus the decline in share of State-owned oil production

may persist.

Projected Permanent Fund royalty transfers are $115 million and $99 million for the 76th
and 77th FY, respectively. The 76th FY figure includes $10 million of compensation for

state lands on the White Sands Missile Range.

The Permanent Fund interest earnings forecast is prepared by the Investment Office

staff. A program accessing portfolio data maintained on the ISD computer generates an
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income projection that reports total income on current investments by fiscal year year
and allows for reinvestment at rates around nine percent. The fund projection is adjusted

to account for interest on royalty transfers, ecalls on high eoupon bonds, and premium

charges.
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13. SEVERANCE TAX INCOME FUND

DESCRIPTION

The flow of funds between various state funds is chart diagramed below.

Severance Interest
Tax Bond on Send
Sales Proceeds

i

]*

Severance Tax
Bends =

Froject

i

Jigbursesents

Severance taxes on oil, natural gas, coal and other minerals as well as interest on
investments of severance tax bond proceeds are deposited, the month following receipt,
into the Severance Tax Bonding Fund (STBF).
balances in the STBF exceeding the next two semi-annual payments on Severance Tax
Bonds, (due January 1 and July 1) are transferred to the Severance Tax Permanent Fund

(STPF). STPF interest receipts are deposited in the Severance Tax Income Fund, which is

part of the General Fund.

Flow of Funds
STBF - STPF - STIF

scnthly

Severance Taxes f
on Dil, Bas &
Hard Minerals

STEF
Severance Tax
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g Bonding Fund
E

seai~ | annually
ibec. 31 | & Jupe 31}

| swr

} Severance Ta:x
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]
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STPF balances on September 30, 1987 were $1.204 billion.

The STPF may acquire market rate or below market rate investments, (the latter being
intended to stimulate the economy of New Mexico.) As of September 30, 1987, market
rate investments - U.S. government securities and corporate notes -- constituted 44.7
percent of STPF balances, up from only 10 percent on September 30, 1985. Below market
investments comprised 55.3 percent of STPF balances including New Mexico certificates
of deposit (44.4 percent), New Mexico mortgage pass-through securities (45 percent) and

SBA and BIA notes (2.6 percent). Short-term investments were 6.8 percent of assets.

METHODOLOGY

As with the Permanent Fund, total projected STPF income includes interest on current
assets of the fund, interest from investment of principal returned and interest from
investment of STBF transfers to the STPF. DFA staff estimate STBF transfers
considering energy forecasts, projected STBF receipts and debt service schedules. The
Investment Officer prepares an income projection reporting interests, payments due by
fiscal year and assuming reinvestment at maturity. The income projection is adjusted to
allow for interest on STBF transfers, prepayment on mortgage securities, premium

charges, income from securities lending, and Investment Office budget.

ESTIMATES

Projected STBF transfers to the STPF for the 76th FY are $26.5 million on December 31,
1987 and $89 million on June 30, 1988. Projected 77th FY transfers are $13 million on

December 31, 1988 and $34 million on June 30, 1989.
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The 76th FY STPF income forecast of $109.1 million derived from the foreecast of

Investment Office staff.
Due to technical concerns regarding the ISD computer-generated forecast for the 77th

fiscal year, DFA staff prepared a separate 77th FY forecast based on balances and vield

by asset type (Table 1). Projected 77th fiscal year STPF income is $115 million.
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Balance
Bank CD's Yield
Balance
Interest
SBA Yield
Balances
Interest
STM12 Yield
Balances
Interest
CD's-S&L's Yield
Balances
Interest
BIA Yield
Balances
Interest
NM Corps Yield
Balances
Interest
Direct Yield
Balances
Interest
Agency Yield
Balances
Interast
MGT BED Yield
Balances
Interest
NMEA Yield
Balances
Interest
Corp Bonds Yield
Balances
Interest
Stocks Yield
Balances
Interest

Short & Other Yield

Balances
Interest
STBF Trsfr Yield
& Other Balances
Interest
Total Balances
Interest

Table 1
Projections of Severance Tax Permanent Fund Earnings
T77th Fiscal Year

88:3 BR:4 89:1 89.2
0.085 0.084 0.083 0.082
235 235 235 235
4,9937 4.9937 4.8762 4.8175
0.108 0.108 0.108 0.108
26 26 26 26
0.702 0.702 0.702 0.702
0.1175 0.1175 0.1175 0.1175
41 41 41 41
1.2043 1.2043 1.2043 1.2043
0.1 0.099 0.098 0.097
299 299 299 299
7.475 7.4002 7.3255 7.2507
0.087 D.087 0.087 0.087
5 3 3 5
0.1087 0.1087 0.1087 0.1087
0.086 0.086 0.086 0.086
40 40 40 40
0.86 0.88 0.88 0.86
0.0%4 0.09%4 0.094 0.094
88.5 B8.5 B8.5 88.5
2.0797 2.0797 2.0797 2.0797
0.091 0.091 0.091 0.091
34 34 34 34
D.7735 0.7735 0.7735 0.7735
0.097 0.097 0.097 0.087
189 189 189 189
4.5832 4.5832 4.58312 4.5832
0.07 0.07 0.07 0.07
20 20 20 20
0.35 0.35 0.35 0.35
0.087 0.087 0.087 0.087
114 114 114 114
2.4735 2.4795 2.4795 2.47895
0.088 0.088 0.088 0.088
28 28 28 26
0.572 0.572 0.572 0.572
0.065 0.085 0.065 0.065
50 50 50 50
0.8125 0.8125 0.8125 0.8125
0.075 0.075 0.073 0.075
146.5 146.5 158.5 158.5
2.7468 2.7468 2.9718 2.9718
1314 1314 1326 1326
28.881 28.747 28.3839 28.705
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334

235
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-432

.808

.47
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.394

299
29.

453

.348

20

435
344

.44

.376

-319

.364

.094

.388

-333

.28

.348

.918

.352
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14. EARNINGS ON STATE BALANCES

DESCRIPTION

Revenues reported as earnings on state balances are derived from investment of the
state's General Fund balances and associated accounts. These funds consist of monies in
the Taxation Administration Suspense Fund (in transit from collection to disbursement),
the Severance Tax Bonding Fund, monies appropriated to run state.agencies, various
reserve accounts, the state's unappropriated surplus, and monies in other accounts such as
those appropriated in present and previous fiscal years for capital projects that have not
yet been completed. These monies are invested by the State Treasurer in various short-

term instruments within a general category called Treasurer's Funds.

The State Treasurer, at the direetion of the State Board of Finance, invests these state
monies in certificates of deposits (CDs) of banks and savings associations, United States

government securities, and overnight repurchase agreements (repos).

Figure 1 shows estimated Treasury Fund investment balances by asset type for the period
July, 1984 - June, 1987. The State Treasurer credits interest to self-earning accounts
based on average daily balances for the month and the average yield on overnight
investments. The Finaneial Control Division eredits the residual of interest earned by the
Treasury Fund to the General Fund. Figure 2 shows average monthly balances of self-
earning accounts and estimated average General Fund balances for the period July, 1984

through June, 1987.
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The two principal beneficiaries of self-earning accounts are the Road Fund and the
Severance Tax Bonding Fund. The latter fund receives interest from investment of bond
proceeds. Some of the principal components of General Fund balances are the Operating
Reserve ($64 million), the State Support Reserve ($14 million) and the Severance Tax

Bonding Fund ($30 - 120 million).

METHODOLOGY

There are four elements of the forecasting procedure for Treasury Fund earnings:
1) Estimate total average cash balances;
2) Determine distribution by asset type;
3) Estimate earnings by asset type; and

4) Compute the General Fund share of total interest earnings.

The DFA generally assumes that total cash balances and investments by asset type remain
at about current levels, although investment plans are reviewed with the Deputy
Treasurer. Estimated interest from U.S. Treasury securities is determined by examining
yields and maturity dates of individual securities. On request, the State Treasurer
produces a CD income projection report (monthly interest payments and principal
returned). By assuming that CD's are rolled over on maturity, total CD income can be
forecasted. Interest earned on overnight investments is estimated by applying the short

term interest rate forecasts to projected overnight balances.
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Interest on self-earning aceounts is estimated by applying the Federal Funds rate to

estimated quarterly balances.

The General Fund share of Treasury Fund interest is estimated as the residual of total

Treasury Fund interest income.

ESTIMATES

The following table details the 76th and T7th fiscal year Treasury Fund estimates. Total

projected balances for the 76th fiscal year are $662 million rising $20 million in the 77th

FY to $682 million. Investments include $2860 million in U.S. Treasuries at an average

yield of 6.6 percent, $237 million of CD's, and the remainder in overnights.
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Balances by Beneficiary

July 1984 —— June 1987
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Treasury Fund: Avg Bals by Asset Type
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Treasury Fund: Avg Bals by Asset Type
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15. FEDERAL MINERAL LEASING

DESCRIPTION

Federal mineral leasing revenues consist of New Mexico's 50% share from royalties, rents
and bonuses paid on federally-owned land within the state. With the implementation of

the federal Qil and Gas Royalty Management Act of 1982, payment now occurs monthly.

The Minerals Management Service (MMS) provides the DFA with monthly reports of
receipts. Part I of the MMS report presents bonuses and rentals; Part [ presents oil and
gas payments from El Paso Natural Gas Company; Part V presents all other royalty
payments. Windfall profits tax payments on oil are estimated as the difference between
50 percent of gross federal receipts reported in Part V and actual payments to the States

(although at current oil price levels, windfall profits taxes are nil).

ESTIMATES

The estimate of rovalty revenue from oil and gas production follows the State price and
volume assumptions. In addition, as with estimating Land Office royalty income, the
analyst considers the share of oil and gas production on federal lands. For 1986, 59.4

percent of gas was produced on federal lands; the oil production share was 30.9 percent.

Estimates of non-oil and gas royalties and bonus and rental income are accomplished using

trend analysis.
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The table on the following page presents actual 75th fiscal year federal mineral leasing

receipts and estimated 76th and 77th fiseal year revenues by source.

Federal Mineral Leasing Receipts by Source

($Million)

Fiseal Year: 75th (aet.) 76th (est.) T7th (est.)
Rents 3.1 3.6 3.5
Bonuses 2.3 2.0 2.5
0Oil * 23.0 21.7
Gas 53.6 49.9 46.2
Coal 5.3 5.5 5.5
Potash 1.0 i1 ' 1.2
Gramm Rudman Restoration _3.5 _0.0 _0.0

Total 638.8 85.1 80.6

* Included in Gas; therefore not reported
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16. STATE LAND OFFICE INCOME

DESCRIPTION

General Fund income from the State Land Office consists chiefly of bonus bids made for
mineral leases on State-owned land. This is mostly related to oil and gas activity. Other
Land Office receipts credited to the General Fund include rental payments on state-
owned land, grazing rights, interest on cash deposits and other miscellaneous receipts.

(Royalties on production from state land goes to the Permanent Fund.)

The distribution of monthly Land Office bonus and rental monies is as follows: 80% is
distributed to state land beneficiaries of which the Common Sehool Fund is the largest;
and 20% is deposited in the Land Office Maintenance Fund to cover the budgeted expenses
of the State Land Office for the fortheoming fiseal year. The June 30 balance in the
Msintenance Fund in excess of the forthcoming fiscal year's budget reverts to the

beneficiaries in October.

State Land Office income has been quite volatile, exceeding $100 million in the 70th FY
but less than $20 million in recent years. Bonus bids, which account for most of the
revenue, depend on such variables as the quality of the land offered in the monthly Land
Office auction, the exploration budgets of oil and gas firms, and expected prices of oil and
gas. Revenues increased dramatically during the period immediately following the
national decontrol of the price of oil and the simultaneous period of worldwide price
inereases. Bonus bids declined sharply early this decade due to lower oil prices and the
natural gas glut. The DFA estimates Common School income in ¢ooperation with Land

Office officials.
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17. OTHER REVENUE SOURCES

INSURANCE FEES & TAXES, GENERAL FUND RECEIPTS FROM FIRE PROTECTION

Under Article 6 of the Insurance Code, insurance companies licensed in New Mexico are
required to pay various fees and charges (58A-6-1, NMSA 1978) and a three percent tax on
adjusted gross premiums and membership and policy fees written on New Mexico risks
(59A-6-2). Companies that hold at least 40 percent of their total assets in statutorily
defined New Mexico assets pay a 0.9 percent premium tax (59A-6-2). Payment of these
fees, charges and premiums taxes is in lieu of all other taxes and fees. Thus, insurance
companies are exempted from paying the Gross Receipts, Corporate iacome and Franchise
taxes (5%9A-6-6). Premiums attributable to insurance or contracts purchased by the state

or politieal subdivisions are exempt from the premium tax (59A-6-2).

Currently, monies collected by the Insurance Department of the Corporation Commission
are placed in the Insurance Distribution Account and then distributed either to the
Insurance Department Suspense Fund or the Fire Protection Fund depending on the line of
insurance. Taxes and fees, net of refunds, derived from property and vehicle insurance
revenues are required to be transferred monthly to the Fire Protection Fund. Net
collections from all other lines of insurance are transferred directly to the General Fund,

less the Law Enforcement Fund diversion of 8 percent up to $2 million.

FIRE PROTECTION FUND RECEIPTS

Funds deposited in the Fire Protection Fund are used to finance authorized expenditures
by the State Fire Marshal's Office. In addition, a July distribution to incorporated

muniecipalities and independent fire districts is made from this fund.
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General Fund receipts are the residual; the transfer from the Fire Protection Fund to the
General Fund is made at the end of the fiscal year. Fire Protection Fund receipts for the
current and next fiscal year are estimated by projecting Insurance Department collections
from property and vehicle insurance fees and taxes. From this amount is subtracted the
projected July distribution to loeal fire departments, the funding for the Fire Marshal's
Office and any estimated pro-rata distributions. Carryovers from previous fiscal years
are then added in. If necessary, the estimates are adjusted for expenditures for operation

of the Fire Academy.

OTHER INSURANCE TAXES AND FEES

Projections of insurance taxes and fees have usually been made on the basis of historieal
trends and modified, as necessary, to take account of developments impacting the
insurance business. Estimates of insurance taxes in recent years have been complicated
by tax and fee changes and the shift to quarterly estimated payments. Compounding the
difficulties have been sizeable carryovers and significant changes ocecurring in the
industry. Examples of these changes are the move to self-insurance, the ereation of the
Public School Insurance Authority, and the tremendous growth of heaith maintenance

organizations.

Estimates for the current and next fiscal year assume a growth in premiums of five
percent. In prior years, a 12 percent growth rate was assumed; however, the assumed
growth rate was adjusted downward to incorporate the factors noted above that

contributed to a decline in insurance receipts for the 75th FY compared to the 74th FY.
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Caleulation of Insurance and Fire Protection Fund Receipts

($millions)
Insurance
75th Fiseal Year Collections £27.3
Times: growth faetor x 1.05
Equals: Estimated 76th Fiscal Year collections 28.7
Less: Law enforeement distribution -2.4
Equals: Adjusted 76th estimate 26.3
Plus: Net earryover +(0.1
Equals: Revenue estimate for 76th Fiseal Year $26.2
Fire Protection Fund
75th Fiseal Year Collections: $18.4
Times: Growth Factor x 1.05
Equals: Fstimated 76th FY Collections 19.3
Less: T oeal distribution -8.0
Fire Marshall's budget -1.0
Volunteer Firefighters & pro-rata -1.0
Equals: Revenue estimate for 76th FY $ 9.3
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LICENSE FEES

License fees account for less than one percent of 76th fiscal year estimated revenues.
Each category is estimated using time trend analysis. The results are tempered using
information gained from conversations with industry, agency personnel, and current
knowledge of the business sector. Statutory changes and diversion of receipts to new
funds are considered during the estimating process. The transfer of the franchise tax to
the Taxation and Revenue Department and the creation of the Regulation and Licensing
Department Operating Fund, respectively are examples of statutory changes and fund

diversions that impacted the 76th FY and 77th FY estimates.

MISCELLANEOUS RECEIPTS

The methodology for estimating miscellanecus receipts is similar to that used for
estimating license fees. Miscellaneous receipts are estimated using trend analysis and the
results are tempered using information gained from conversations with state agency
personnel. As with license fees, statutory changes are a significant factor in estimating

miseellaneous receipts.

REVERSIONS

Reversions are estimated by first reviewing the sources of reversions from prior years and

then reviewing appropriation legislation, especially the general appropriations act, for

contingent appropriations that may revert.
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V. LONG RANGE TAX ESTIMATES

PERSONAL INCOME TAX

The methodology for the estimation of personal income tax revenues for the 78th, 79th
and 80th fiscal years is almost identical to that for the shorter range estimate. The risks
to the forecast are as described in the personal income tax section, however, the
elastieity of liability and withholding become paramount. Since the FOR-UNM forecast is

for significant inflation these elastieity effects are eritieal

From Movember, 1987 FOR-UNM

1988 (est) 1989 (est) 1990 (est) 1991 (est)()

Total Personal Income(2) 18.314 19.382 20.758 22.356

Less Farm Property .2938 .296 .295 . 295

Less Transfer Payments 3.033 3.208 3.490 3.776
Less N.M. Soecial Security Minus

Res. Adjustment .790 .332 .902 . 969

15.773 16.68860 17.875 19,254

% Change from Previous Year 5.6% 7.3% T7-T%

(1) PCYA from October, 1987 long range FOR-UNM forecast used to projeet from 1990
figures from November post crash FOR-UNM forecast. Farm .4%; Personal Income
7.7%, Transfer 8.2%, Social Security 7.4%.

No further impaet from tax reform is included as taxpayer behavioral changes in the

choice of investment vehicles balance the final phased effects of passive loss and

consumer interest limitations. Use 92% liability factor for all years. Long-run personal

income tax estimation procedures are illustrated in the tables which follow.
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Mustration: Long-Run New Mexico Personal Income Tax
Revenue Estimation (Dollars in Millions)

1 Plus

Per- Proj- Proj-
sonal ected ected Proj- Final
Elas- Income Growth Growth Base ected  Liab-  Fiseal
ticity Growth in in Year Tax ility Year
Year Faetor Rate Liab. Liab. Tax Liab. Faetor Liab.

(1) (2) x (3 = @) (9 == @ = @O xi13 = 9

1989 1.45 5.6% B.1% 1.031 310.3 335.4 .92 J08.6
1990 1.45 7.3% 10.6% 1.106 335.4 371.0 .92 J41.3
1991 1.45 7.7% 11.2% 1.112 371.0 412.86 .92 379.5

Mote: Column {3) consists of nonagricultural personal income adjusted for Social Security
payments.
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lllustration: Long-Run New Mexico Personal Income Tax

Revenue Estimation (Dollars in Millions)

FISCAL YEAR

Fiseal Year Combined Liability* 308.8 341.3
Federal Tax Reform** 0.0 0.0
Less: Non-Refundable credits 1.4 1.4
Less: Refundable credits and rebates
Food - total 51.7 49.6
Medical - total 13.3 13.6
LICTR - regular 9.2 8.9
LICTR - food and medieal
Property *** 3.0 3.1
Day Care .3 .3
Solar 0.0 u.0
Solar Irrigation 0.0 0.0
Total Rebates and Credits 7.5 75.5
Less: Claimed withholding 248.7 268.1
(88% of total)
Plus: Prior Year Payments 2.0 0.0
Plus: Fiscal Year Withholding 289.8 312.8
Plus: Fidueiary 1.7 1.7
Plus: Change in PIT suspense {(2.0) {1.0)
Equals; Net PIT to General Fund 272.5 309.8
Rounded 270 310
¥ Established liability plus unclaimed tentative payments

*#*+  No further impact of tax reform.
*** Reappraisal in 1988,

T8th (1989)
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79th (1990)

80th(1991)
379.5
0.0

1.4

48.4
14.

TR A e |
(=1 — 7~ O ]

T74.6

289.4




Withholding:
The linear regression model for short range revenues has been used here. The linear-
linear model with an assumed multiplicative factor for the January, 1988 change in the
tables probably has insufficient elastieity. However, a log-log model plausibly over
prediets. The more conservative model has been chosen.

Calendar Year Withholding

1989 CY W/H 282,650 x 88% = $248.7 million
1990 CY W/H 304,683 x 88% = $268.1 million
1991 CY W/H 328,855 x 88%= $289.4 million

Fiscal Year Withholding

1989-30 FY W/H 289,816
1990-91 FY W/H 312,794
1991-32 FY W/H 355,830
Hebates:

The food and medical rebates are scheduled to resume f{or the 19289 tax year. These
rebates will be phased down by adjusted gross income and the 4% medical rebate will be

limited to nen-reimbursed expenses.

A model based on the 1986 data with assumed growth in AGI due to tax reform and growth

in state personal income as determined for liability purposes yields the following:
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T8th !1939! 79th (1990) B0th ilﬂ?l!
Food Rebate 51.7 49 .6 48.4

Mediecal Rebate 13.3 13.6 14.1

Gross Receipts and Compensating Tax

The preparation of the out year forecast for gross receipts taxes followed nearly the same
procedure as the two-year forecast. In October, 1987, the FOR-UNM forecast service
provided a long-term annual forecast through 1991. The calenaar year private nonfarm
wage and salary numbers were interpolated into fiseal year figures (and extended two
quarters to complete the forecast period). The equation specified for the short-term
forecast was modified to eliminate the quarterly dummy variables and solved with the
annual average wage and salary figures for the out years. The resulting quarterly average
taxable receipts estimates for each vear were multiplied by four to obtain the annual
total., An effective tax rate of .03344 was applied as in the short-range forecast, and the
results were adjusted in accordance with the short-term forecast methodology.
Compensating tax revenues were estimated by increasing annual collections at the same

rate at which Gross Receipts tax base was forecast to increase.

Severance Taxes

Just as was the case w.ith the short-term forecast for severance taxes, the long-term
forecast was prepared on the basis of a qualitative analysis of the outlook for each major
mineral. In fact, mueh of the analysis was performed in preparation for the prospectus
for the mid-summer severance tax bond issue, i.e., the same oil volume and price forecast

and the same coal and natural gas volume forecast was used to prepare the oil and gas
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school tax the natural gas processors tax, the conservation tax and the resources excise
tax estimates as had been used to prepare the severance tax forecasts in July. Additional
assumptions were needed for coal prices (increased by 5% per year, more or less in line
with inflation), for natural gas prices (increased more or less in line with industry
consensus) and for copper volumes and values. Taxable values for uranium were also
simply "lifted"” from the earlier forecast. Onee these variables were projected, derivation
of tax collection estimates was simply 2 mechanieal process of applying statutory rates to
taxable sales.
GENERAL FUND

LONG TERM REVENUE ESTIMATES
(Millions of Dollars)

78th FY 79th FY 80th FY

1989-90 1990-91 1991-92
Gross Receipts 600.0 645.0 685.0
Compensating 20.0 21.0 23.0
Subtotal 620.0 666.0 708.0
Selective Sales(l) : 20.0 19.7 19.4
Personal Income Tax 270.0 310.0 355.0
Corporate Income Tax 64.3 B6.6 86.7
Estate Tax 4.6 4.6 4.8
Subtotal Income Taxes 338.9 401.2 446.3
0il and Gas School Tax 79.2 B6.8 91.5
7% Conservation Tax .4 .4 .4
Watural Gas Proe. Tax 6.5 7.6 8.4
Resources Execise Tax 7.9 T 7.9
Subtotal Severance Taxes 94.0 102.5 108.2
Motor Vehicle Excise 16.0 16.3 17.0
TOTAL 1,089 1,206 1,299

(1) Includes Cigarette, Liguor, Tobaceo Produets, and Private Car Taxes.
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VI. OTHER CONSIDERATIONS IN THE REVENUE ESTIMATING PROBLEM

Taxes impose substantial impacts on regional and national economic foreces which in turn
affect tax collections. Publie revenue forecasting is therefore made more difficult than
would otherwise be the case by a number of general and secondary economie effects.
Examples include changes in resource alloeation resulting from attempts to avoid paying
taxes, and income and employment impacts produced by tax legislation. Such effeets are
general in the sense that they apply to a broad range of taxes. Their secondary nature
stems from 1) their origins in factors "indirectly" related to initial tax legislation (e.g.,
changes in income, interest rates, and consumption patterns) driven by changes in the tax
structure, and 2) their tendency to require substantial time lags to become evident.
General and secondary revenue effects were not analyzed in previous chapters because
the focus was upon direct impaets of specific taxes. The present discussion briefly
considers four types of general and secondary tax effects, namely: 1) income multiplier,

2) alloeation, 3) income distribution and 4) growth and development impacts.

INCOME MULTIPLIER EFFECTS

Deseription of State and Federal Multiplier Differences

Tax forecasts require estimates of income, employment and other economic variables for
the simple reason that public revenues depend upon such parameters. Major economic
variables are, however, partially determined by taxes; hence causal relations between
economic aggregates and public revenues are difficult to define. As an example of this
type of interaction consider the chain of events following in the wake of a tax reduction.

Money not "spent”™ on taxes is released to the private sector where it is spent multiple
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times (i.e., the "multiplier effect") in passing from person to person. In the process,
income, employment, consumption, and investment levels increase; tax revenues then
expand with consumption and employment increases. The inevitable result is long-term
tax reductions which are less than levels indicated by the initial tax cut. Income
multiplier effects often take as long as several years to work through an economie
system, and are in turn affected by other variables (e.g., international trade balances).

Hence accurate long-term forecasts of tax changes are difficult to construet.l

Multiplier effects assume a somewhat different nature at the state than national level for
several reasons. Unlike the federal government, states are generally prohibited from
deficit spending. Political pressures typieally prevent states from experiencing
substantial revenue surpluses. Discretionary fiscal policy measures (i.e., deliberate
budgetary imbalances designed to change in income and employment levels) are
accordingly enacted at the federal, rather than state level. [t is therefore unnecessary to

analyze multiplier effects stemming from deliberate state budgetary imbalances.

State economies are much more "open" (dependent upon imports and exports from other
political jurisdietions) than the national ecomomie system. A favorable balance of "state
trade” (an excess of state exports over state imports) may have extensive multiplier
effects. Strong competitive pressures therefore exist among states to stimulate regional

employment through various expenditure and tax measures.

Tax Research Office Multiplier Methodology

The short-run nature of Tax Research Office forecasts eliminates need for extensive

multiplier estimates. Personal income taxes are, however, an explieit element of the

L



FOR-UNM model used in estimating New Mexico gross receipts, and the general level of

state revenues is reflected in the FOR-UNM model's coefficients.

ALLOCATION EFFECTS: DESCRIPTION AND RELATED CONCEPTS

Desecription

Almost all taxes alter private-sector resource allocation. This issue is commonly
discussed in public finance texts under headings of "excess burden" or "fiscal neutrality.”
The three terms (i.e., allocation effect, excess burden and fiscal neutrality) stem from the
view that when taxes are withdrawn from the private sector two burdens are eommonly
imposed. The "normal burden" describes resources transferred from private sources, and
is roughly equivalent to the absolute amount of revenues withdrawn. The "execess burden™
component reflects consumption and production changes caused by the tax. Allocation
effects usually manifest themselves in efforts to avoid paying taxes and in tax-induced
responses to produet price differentials. A completely "neutral” tax is thus one which

imposes no excess burden and therefore does not alter resource allocation.

As an example of an allocation effeet, consider the result of inereasing excise tax rates
on cigarettes. The tax increase causes cigarette price increases, and consumers tend to
substitute other forms of recreation for cigarettes. Resources devoted to tobacco
production decline, followed by variety of secondary effeets such as decreased
expenditures on lung cancer treatment expenditures. As the cigarette-tax example
indicates, allocation effeets may be positive or negative. Their outstanding
characteristie, however, is that they alter private-sector decisions, which are, in turn,

closely related to demand and supply elastieities.
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Price Elasticity and Allocation Impacts

Elasticity is typically described in economies texts as the relative responsiveness of
quantity demanded or supplied to a change in price. It is expressed in simple
mathematical formulations as the percentage change in quantity demanded or supplied
divided by a given percentage change in price. An elastic funetion is one wherein the
percentage change in quantify demanded exceeds percentage change in price. An
inelastic function is characterized by percentage changes in quantify demanded are less
than corresponding percentage changes in price. In markets characterized by highly
elastic demand functions, buyers resist price increases by substantially deecreasing
consumption. Elastie supply functions enable producers to place large quantities of goods
on the market in the face of price increases, or vice versa. The essence of the concept is
ability of market participants to make quantity adjustments to price changes. Elastieity
considerations have a number of applications in tax policy analysis. Their significance
with regard to allocation effeets is that imposing consumption taxes in markets
characterized by high elasticities tends to generate extreme allocation effects and affect
tax revenues. Consumers and producers are highly responsive to tax-induced price

changes under such conditions.

Almost all taxes impose some sort of allocation effects. Income taxes tend to cause
substitution of leisure for work by changing the "price" of leisure relative to income;
consumption taxes shift consumption from taxed to untaxed goods and services; property
taxes tend to diminish consumption of real estate relative to other goods and services.
Allocation effects are subject to intense scrutiny among tax analysts because they vary
substantially among tax types. Allocation effects are also elosely related to horizontal
equity issues (i.e., equal treatment of people in similar positions), and hence are of great

interest to policy makers.
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ALLOCATION EFFECT METHODOLOGY

In reviewing legislative proposals, the Tax Research Office usually considers several
types of allocation effect issues. These include: 1) proposals to substitute income tax
revenues for other consumption-based taxes, 2) proposals to change tax deduection or
exemption levels 3) proposals to change gross receipts or excise tax rates and 4) proposed
revenue substitutes affecting gross receipts taxation. The later category includes
measures which would: a) impose gross receipts taxes on currently untaxed goods or
services, b) change the price of a good currently subject to gross receipts taxation, or ¢)

introduce a new gocd or service which would be subject to the gross receipts tax.

Proposals to Substitute Income Taxes for Consumption-Based Taxes

For a given budget level, any measure which would replace consumption taxes with
income-tax revenues is likely to have minor income multiplier effects. Income multiplier
impaets of such a proposal may therefore safely be ignored. Differential allocation
impaets of the income- and consumption-based taxes are of sufficient magnitude that

they should be estimated, however.

As an example of the type of proposal outlined above, consider efforts to decrease
income taxes and replace revenues lost with insurance-premiums tax increases. Such
measures tend to inerease insurance premiums and reduce consumption of insurance and
related services. Although State revenues may remain largely unchanged, allocation
impaects upon the insurance industry msy be pronounced, depending upon the elasticity of
demand for insurance services. Appropriate impact methodology therefore consists of 1)
developing a rough estimate of insurance-service demand elasticity, and 2) forecasting

revenues lost by New Mexico insurance providers.
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Proposals to Alter Exemption or Deduction Levels

Changes in exemption or deduction levels are often proposed within the context of a
number of taxes. New Mexico's property, income and gross receipts taxes are most
commonly affected, however. Exemption and deduction change efforts are motivated by
a variety of considerations, for example providing tax relief to a particular group of
individuals. Sometimes changes in exemption or deduction levels are driven by strietly
administrative considerations. An example of the latter is a situation wherein tax
collection costs on a particular part of the tax base substantially exceed revenues which it

generates.

Primary impaects of exemption and deduction changes consist of tax base and burden
shifts. Exemption and deduction adjustments often produce minimal multiplier effects
because they are offset by other rate changes within associated taxes or by tax base or
rate increases affecting other taxes. Under such circumstances net tax revenue eifects
are essentially negligible. Tax Research Office analyses of exemption and deduction

changes accordingly focus upon effects of burden shifts among various taxpaying entities.

As an example of exemption analysis, consider a proposal to inerease New Mexico's
property tax head-of-family exemption from the present $200 to $2,000. Tax Researeh
Office investigations consist of estimating 1) the number of household affected and dollar
amounts of revenues involved, 2) county property-tax rate increases which would result
from the exemption inereases, and 3) probable tax savings likely among various property
classes. In this example, net property tax revenues are virtually unchanged. For other
taxes this general principle my be approximately true, but the time scale may varyv. An
example of the latter category would be 2 proposal to replace a portion of New Mexico's

severance taxes with inereases in personal income tax rates.
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Proposals to Change Gross Receipts or Excise Tax Rates

The Tax Research Office is often asked to estimate probable tax revenues generated by
an inerease in taxes which are similar in nature to traditional sales taxes (e.g., New
Mexico gross receipts and excise taxes). Elastieity considerations play an important part
in the resulting analysis. To demonstrate considerations involved, consider a proposal to
increase excise taxes on cigarettes by ten percent. Under such circumstances, what
portion of the tax will be reflected in cigarette price increases depends upon cigarette
supply and demand elasticities. If it is assumed that the elasticity of supply of cigarettes
is infinite (a fairly realistic assumption) then essentially all of the tax increase will appear
as an increase in the price of cigarettes. Resulting effects upon total revenues from
cigarette sales, hence cigarette tax revenues, then depend upon the price elasticity of

demand for cigarettes.

If the demand for cigarettes is estimated as unity, tax revenues may be expected to
remain constant in the face of a ten percent increase in cigarette taxes. Under such
eondition 3 ten percent deecline in cigarette consumption would be counterbalanced by ten
percent increase in producers' revenues, hence tax revenues. Suppose, however, that the
price elasticity of demand for cigarettes is two. Then a ten percent increase on cigarette
taxes may be expected to decrease cigarette excise revenues by twenty percent (i.e., two
times the increase in tax revenues). For similar reasons, a ten percent increase in the tax
rate may be expected to decrease tax revenues by five percent if the price elastieity of

demand for cigarettes is expected to be .5.

The Tax Research Office seldom directly estimates demand elasticities for wvarious

products. A number of studies by various academic institutions and trade associations are

-177-



available, however, which provide rough estimates of demand elasticities for various

goods and services. Such sources are utilized in estimates of the types described above.

Proposed Revenue Substitutes Affecting Gross-Receipts Taxation

Gross receipts revenue estimates generally assume fixed disposable personal income
among New Mexico taxpayers. Hence gross receipts tax changes alter taxpayers' savings
and spending decisions. Effects of resulting saving and expenditure changes generally

depend upon a complex set of demand and supply elasticities.

It is difficult to generalize regarding revenue estimating methodology concerning gross
receipts substitutes, Fiscal impact analyses, however typically attempt to: 1) estimate
demand and supply elasticities among taxed and substitute industries, 2) forecast
expenditure shifts between the two industries, 3) identify tax rates in the two produet
markets, and finally 4) estimate State revenue changes likely to oceur from the proposed

tax substitution.

Untaxed Good or Service: Taxing & currently untaxed good normally decreases

consumption of the untaxed produet while simultaneously increasing substitute good
purchases. Prices tend to rise in previously untaxed industries and fall in the substitute-
producing industries. Resource allocation tends to shift from the previously untaxed
commodity industries to those supporting the substitute products. The extent of resource
shifts depends upon demand and supply elasticities among the untaxed and taxed
commodities. As a general rule, pronounced resource reallocation tends to oecur when
demand and supply elasticities in the substitute commodity markets substantially exceed

those of the taxed product markets.
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Price Changes Among Goods Currently Subject to Gross Receipts Tax: This type of

proposal includes measures which change product prices in regulated industries. If, for
example, the regulated price of natural gas is decreased, gross receipts revenues tend to
diminish in the substitute commodities industries as econsumption of substitutes deeclines.
Resulting consumption shifts depend upon relative elasticities in the regulated and
unregulated industries. Resulting aggregate changes in State tax revenues are determined
by the consumption shifts and differences in tax rates between the regulated and

unregulated industries.

Introduction of New Good Subject to Gross Receipts Taxes: Wuen the State or private

industry introduces an new good (e.g., 2 lottery ticket) all expenditures on the product are
financed from reductions in savings and purchases of other produets. If demand
elasticities among substitute products are great, revenues generated by gross receipts
revenues from the new commodity may be offset by reductions in gross receipts in the

substitute produet industries.

DISTRIBUTION EFFECTS

Almost all taxes redistribute income and wealth in some fashion. Related concepts
include notions of progressivity and tax incidence.? Extensive literature exists regarding
distributional impacts of most tax types. Tax ineidence is, unfortunately, extremely
diffieult to measure, as is demonstrated by controversies surrounding corporate income

and property tax incidence which have lasted for decades.

Long-run incidence estimation is not an ongoing part of the Taxation and Revenue

Department's annual foreecasting cyele. The Department does, however, oeccasionally
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sponsor and conduct special tax ineidence studies. Attempts are also made to roughly
identify direct impacts on groups affected by various proposals as part of bill reviews.
Identification methods vary with proposals. Resource limitations prevent substantial

efforts to precisely measure distributional impaets of tax proposals, however.

GROWTH AND DEVELOPMENT EFFECTS

A fourth general consideration in making revenue estimates concerns effects of proposed
tax changes upon labor forece quality and participation, work effort, investment levels,
attraction of industries from outside the state and similar variables. Such considerations
are commonly termed growth and development effeets. They are similar to income
multiplier effeets and obviously have profound impacts New Mexico's economic
environment. They are long-run by nature, however, and thus beyond the Department's
normal forecasting time horizon. The Taxation and Revenue Department therefore

devotes little effort to analyzing economic growth and development impacts.

End Notes

1it has been argued that under some cirecumstances (i.e., upper ranges of the "Laffer
Curve") multiplier effects are sufficient to offset tax cuts. Prerequisite conditions
(extremely high tax levels and associated tendencies by workers to substitute leisure for
income) are uncommon, however, hence tax cuts almost invariably produce long-run
decreases in public revenues.

2!‘h’farr_q: types of tax incidence are deseribed in publie finance literature. The two most
common types for purposes of the present discussion, however, are "direet" and "indireet"
incidence. Direet incidence connotes individuals or entities responsible for initial tax
payment (e.g., service stations which colleet and pay excise taxes on gasoline). Indirect
incidence, in contrast, describes entities paying the tax after various economic
adjustments have been made. In the gasoline example, the tax may be borne by businesses
in the form of decreased profits, or consumers in the form of increased prices.
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